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AMENDMENTS TO THE MERCHANT MARINE ACTS 





WEDNESDAY, MARCH 2, 1960 


U.S. SENATE, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 

5110, New Senate Office Building, Hon. E, L. Bartlett presiding. 

Senator Barrierr. The committee is not, of course, going to have a 
formal hearing this morning. In lieu, we are just going to sit around 
here rather informally and discuss S. 1956. 

A few people are down from Alaska who desire to talk in a general 
way about this bill. Mr. Elmer E. Metz, Chief of the Office of Gov- 
ernment Aid of the Federal Maritime Administration, as I understand 
it, is in the room, and has volunteered to join in the discussion with us. 

At the outset, I should say that S. 1956 would make proposed ferry 
vessels designed to serve the communities of southeastern Alaska eli- 
gible for construction subsidies under the Merchant Marine Act of 
1936. 

T have a prepared statement going into greater detail as to what the 
bill seeks to do and that statement will be inserted i in the record at this 
point, if it proves at a later date that a record is kept in view of the 
fact that this is just a conference. So I won't take up further time 
by reading further from the statement now, but instead I will invite 
Mr. Metz to join us and to discuss the proposed legislation with us. 

(The statement follows:) 


The vessels would log most of their distance in round voyages between Prince 
Rupert, British Columbia, Canada, and points in Alaska. Economic studies 
indicate that the overwhelming preponderance of business would be attributable 
to international traffic between Canada and the State of Alaska. At the same 
time, the vessels would relieve the isolation of southeastern Alaska communities 
where, as a general and practical matter, approach or departure is by airplane 
and airplane alone. 

The great promise of Alaska as a source of national wealth, full realization 
of Alaska’s value as a national defense asset, and the economic development of 
the region, require a solution to Alaska’s transportation frustrations. In large 
measure, S. 1956 would offer a substantial solution to the transportation prob- 
lem of southeastern Alaska as it relates to the movement of passengers, cars, 
and roll-on, roll-off freight. 

The three gentlemen to whom I referred will testify as to the isolation of 
the communities of southeastern Alaska, and the economic consequences of this 
isolation. They will cite careful studies, made over a period of years, which 
indicate that the ferry operation contemplated will be a successful operation 
encouraging tourism and economic development. They are prepared to outline 
for you the vessels planned for this operation. They will review the reasons 
why ferries offer the only feasible means of a ice transportation in this region. 
They will trace the background of the bill, 1956. S. 1956 grew out of con- 
ferences with the Maritime Administration pt arose from the fact that the 


Notr.—Professional Staff Members assigned to these hearings, August J. Bourbon and 
Gerald B. Grinstein. 
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authority to construct ferries under the Federal-aid highway program in 
Alaska terminated in 1959. | 

It is my pleasure to introduce to my colleagues, Mr. Robert Sharp, city man- 
ager of Ketchikan, Alaska, and president of the Southeastern Conference. The 
Southeastern Conference is an organization of chambers of commerce and mu- 
nicipalities formed for the express purpose of improving the transportation pic- 
ture in the southeastern region. Mr. Richard Downing, commissioner of public 
works, State of Alaska, is with us also, and brings to us his familiarity with 
the matter as an engineer and as a public administrator and State official 
specifically charged with responsibility in the public works area. Mr. Felix 
J. Toner is an engineer of Juneau, Alaska, and consultant to the State of Alaska 
on the proposed ferry system. 

We are all most grateful for the opportunity to present the background of 
this legislation at this time, when these gentlemen are present in Washington. 


Senator Bartierr. In the meantime, I should like to present for 
the record, if such there be, a certified copy of Senate Joint Memorial 
No. 30 of the Alaska State Legislature, sent to me by Secretary of 
State Hugh J. Wade of Alaska, endorsing S. 1956 and 8S, 2661, which 
is before another committee. 

(S. 1956 follows, and above-described material :) 


[S. 1956, S6th Cong., 1st sess.] 


A BILL To amend the Merchant Marine Act, 1936, for the purpose of providing with 
respect to the requirements for the operation of subsidy constructed vessels that certain 
vessels shall be considered as operating in foreign trade 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 506 of the Merchant Marine Act, 

1936 (46 U.S.C. 1156), is amended by inserting at the end thereof the following: 

“For the purposes of this section if the majority of the miles logged by any 

vessel during a calendar year are logged in round voyages from Alaska to British 

Columbia, Canada, such vessel shall be deemed to have been operated exclusively 

in foreign trade during such year.” 


STATE OF ALASKA, 
SECRETARY OF STATE, 
Juneau, February 24, 1960. 
Hon. E. L. BARTLETT, 
U.S. Senate, New Senate Office Building, 
Washington, D.C. 

DEAR SENATOR BARTLETT: At the request of the Legislature of the State of 
Alaska, I have the honor to transmit to you a certified copy of Senate Joint 
Memorial No. 30, respectfully urging that the Congress of the United States 
at its present session pass S. 1956 and S. 2661 thereby making available a method 
of financing the ferry system for southeastern Alaska. 

Sincerely yours, 
HvuGuH J. WADE, i 
Secretary of State. 
IN THE SENATE : 


(By Senators Smith, Bradshaw, Stewart, Nolan, and Petratrovich) 


SENATE JOINT MEMORIAL No. 30 


IN THE LEGISLATURE OF THE STATE OF ALASKA 
First Legislature—Second Session 


To the Honorable Dwight D. Eisenhower, President of the United States; the 
Honorable Richard M. Nixon, President of the Senate; the Honorable Sam 
Rayburn, Speaker of the House of Representatives; the Honorable E. L. 
Bartlett and the Honorable Ernest Gruening, Senators from Alaska; and 
the Honorable Ralph J. Rivers, Representative from Alaska: 


Your memorialist, the Legislature of the State of Alaska in First Legislature, 
Second Session assembled, respectfully represents that: 

Whereas the southeastern region of Alaska has no connecting roads or high- 

yays; and 
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Whereas communities in this area of Alaska are located along the coastal 
areas and on offshore islands making the construction of roads uneconomical 
and in some cases impractical ; and 

Whereas the most feasible way to provide surface transportation in this area 
of Alaska is the initiation of a ferry system between the terminus of the Haines 
Highway at Haines, Alaska, and the terminus of Highway 16 at Prince Rupert, 
British Columbia, thereby connecting these two roads and providing surface 
transportation to the intermediate communities ; and 

Whereas no method of financing is available under existing laws relating to 
highway and ferry vessel construction ; and 

Whereas there has been introduced in the Congress S. 1956 to amend the 
Merchant Marine Act of 1936 to classify the aforementioned ferry run as foreign 
trade thereby qualifying the ferry vessels engage in such trade for construction 
subsidy and loans under the Merchant Marine Act of 1936; and S. 2661 to amend 
Federal-Aid Highway Acts to permit the participation of Federal-aid highway 
funds in the construction of approach roads to ferry facilities ; 

Now, therefore, your memorialist respectfully urges that the Congress of the 


United States at its present session pass S. 1956 and S. 2661 thereby making 


available a method of financing the ferry system for southeastern Alaska. 
Passed by the Senate February 4, 1960. 


WILtiAM E. BELTz, 


President of the Senate. 
Attest: 


KATHERINE T. ALEXANDER, 
Secretary of the Senate. 
Passed by the House February 17, 1960. 
WARREN A. TAYLOR, 


Speaker of the House. 
Attest: 


ESTHER REED, 
Chief Clerk of the House. 
Certified true, full, and correct. 
KATHERINE T. ALEXANDER, 
Secretary of the Senate. 
Senator Barrierr. Mr. Ackerson, would you care to come forward 
also? We shall be glad to hear from you, Mr. Metz. 


STATEMENT OF ELMER E. METZ, CHIEF, OFFICE OF GOVERNMENT 
AID, MARITIME ADMINISTRATION, WASHINGTON, D.C., ACCOM- 


PANIED BY E. T. ACKERSON, ASSISTANT GENERAL COUNSEL, 
MARITIME ADMINISTRATION 


Mr. Merz. I have a short written statement here which I would 
like to read, if I may. 

Senator Barrierr. Please. 

Mr. Merz. I might say my name is Elmer E. Metz and I am Chief 
of the Oflice of Government Aid of the Maritime Administration. 

Section 506 of the Merchant Marine Act, 1936, as amended (46 
U.S.C. 1156), now requires generally that vessels for which a construc- 
tion-differential subsidy has been paid be operated exclusively in the 
foreign trade of the United States. On such voyages certain speci- 
fied limited intercoastal or offshore domestic trade may be engaged in; 
permission may also be granted for transfer of a vessel to operation in 
domestic commerce for temporary periods. However, in all cases 
where any domestic trade is allowed a proportional amount of con- 
struction-differential subsidy must be repaid to the United States. 
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S. 1956 would amend section 506 by inserting at the end thereof 
the following: 


For the purposes of this section if the majority of the miles logged by any 
vessel during a calendar year are logged in round voyages from Alaska to 
British Columbia, Canada, such vessel shall be deemed to have been operated 
exclusively in foreign trade during such year. 

Under the bill, if a vessel built with construction-differential sub- 
sidy logs a majority of its miles during a calendar year between — 
and British Columbia, it would be free during the rest of the year to 
engage in domestic trade of any type without repayment of any con- 
struction-differential subsidy. Furthermore, since section 905(a) of 
the Merchant Marine Act, 1936, defines “foreign trade” for the pur- 
poses of the act as meaning “trade between the United States, its 
Territories or possessions, or the District of Columbia, and a foreign 
country,” the bill would also enable such a vessel to log up to half its 
mileage in trade between foreign countries. 

Present law provides that, except upon repayment of subsidy in 
certain specifically authorized cases, a vessel built with construction- 
differential subsidy may engage only in foreign commerce of the 
United States. With this limited exe eption U ‘S. domestic trade is 
reserved exclusively for vessels built without the aid of subsidy. 
However, under S. 1956 domestic operators who have not received sub- 
sidy or who have paid full prices for their ships would be faced with 
competition from ships which have been built with the aid of con- 
struction-differential subsidy and for which their owners have paid 
substantially less than the full shipyard price. Section 506 is spe- 
cifically designed to prevent this type of unfair competition. 

The bill would constitute a major departure from the basic prin- 
ciples underlying the award of construction-differential subsidy un- 
der the Merchant Marine Act, 1936. This Department is not aware 
of any special circumstances which would justify such a departure. 

The Department therefore recommends against the enactment of 
S. 1956. 

The Bureau of the Budget has advised that there would be no ob- 
jection to the submission of this statement to your committee. 

Senator Bartierr. Thank you, Mr. Metz. 

Mr. Bourbon, do you have any questions you would care to put? 

Mr. Bourson. Mr. Metz, you say in all cases where any domestic 
trade is allowed, a proportionate amount of construction-differential 
subsidy must be paid to the United States. 

How about the operating subsidy ¢ 

Mr. Merz. That is also true in the case of operating subsidy. 

Mr. Bovrron. Now, for the record, under this bill as expressly 
worded, would that in your opinion entitle this vessel, if the bill were 
enacted, to operating subsidy as well as to construction subsidy ? 

Mr. Merz. I think there would have to be an amendment of section 
605 before that could be permitted, although it is an analogous pro- 
vision and if Congress amends 506 I should think the s same reasoning 
would be there for the amendment of 605- A, I believe it is. 

Mr. Bovurron. Have you had any previous requests down at Mari- 
time for taking care of ferries or other small boats in situations such 
as this? 
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Mr. Merz. Yes, we have had a request in connection with the opera- 
tion of vessels to Puerto Rico. 

Mr. Bourson. What has been the result of that request? 

Mr. Merz. It has never been permitted. No exceptions were made. 

Mr. Bournon. To the best of your knowledge, is there any precedent 
that vou can recall for a bill such as this ¢ 

Mr. Merz. No; not as far as I know. 

Mr. Bourrson. Thank you. 

Senator Barrterr. Are some ships paid subsidy now on the Puerto 
Rican trade / 

Mr. Merz. Only if they stop at Puerto Rico on the way to some 
other foreign country; in other words, stating it another way, if a 
vessel calls at Puerto Rico, one of the excepted voyages that are out- 
lined in either 506 or 605. 

Senator Barrierr. Then, the line which runs exclusively, let us 
say, between New York and San Juan has to compete with a sub- 
sidized operation ¢ 

Mr. Merz. That is correct. 

Senator Barrierr. Do they have any difficulty in meeting that type 
of competition ? 

Mr. Merz. Well, that is hard for me to say. I would assume that it 
was difficult, yes. 

Senator Bartierr. It could be. 

You say in your statement, Mr. Metz, and I quote: 

Under S. 1956 domestic operators who have not received subsidy and who have 
paid full prices for their ships would be faced with competition from ships 


which had been built with the aid of construction-differential subsidy and for 
which their owners have paid substantially less than the full shipyard price. 

Where, Mr. Metz, would that competition arise in this particular 
trade for which the bill is designed ? 

Mr. Merz. I think Alaska Steamship—I think they are a domestic 
operator. They are not eligible for construction, so this would be 
one such case. 

Senator Bartietr. Alaska Steamship, however, does not do that 
which the proponents of the bill, S. 1956, have in mind and which they 
would be perfectly willing, as I understand it—they will speak for 
themselves later—to clarify more exactly in legislative language; 
th at is to say, to provide for the construction of ferries between a port 
in British Columbia and southeastern Alaskan ports. 

If that is the case and if this were tied down in the language of 
the bill, will you then tell me whether competition would exist be- 
tween the ferry operation and Alaska Steamship Co. or any other op- 
erator in the normal Alaskan trade ? 

Mr. Merz. I am not familiar enough with the exact operation of 
Alaska Steamship to know whether or not they do call at British 
Columbia on the way to Alaska. 

T am not. sure, but if they did I would see no difference between 
the Alaska Steamship operation and your proposed operation of a 
ferry line. 

Senator Bartierr. But if they did not they would not face this 


competition which the statement. you have submitted in behalf of the 
Maritime Administration fears; is that correct ? 
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It seems to me, very frankly, Mr. Metz, that you have gone the 
long way around here to set up a bogeyman which never existed in 
the history of Alaska maritime commerce and very likely it will never 
exist in the future. You have gone to extraordinary effort to protect 
the principal carrier in Alaska trade which has never served the 
route which is desired to be served if this bill were enacted into law. 

Mr. Merz. I would assume, Senator, that the Alaska Steamship 
does stop at more than one Alaskan port 

Senator Bartiterr. Your assumption is correct. 

Mr. Merz. And I should imagine that they would carry away cargo 
between those ports. I am not sure of that, but I believe they would. 

Senator Barrierr. Yes, indeed. 

Mr. Merz. And if that is true then why would they not be com- 
peting with this ferryboat line, because I assume that the ferryboat 
will also carry cargo ¢ 

Senator Barriterr. The purpose of the ferryboat is to carry pas- 
sengers and automobiles—— 

Mr. Merz. Primarily, and also carry cargo. 

Senator Bartierr. The witnesses who are to appear later this morn- 
ing will testify on that point. Primarily this operation is intended 
to promote the tourist trade to Alaska and that is the primary reason 
for the bill introduced by me in behalf of Senator Gruening and 
myself. 

‘Notwithstanding the fact that there is no area of competition in 
this particular tr: ade, no area of competition in the particular type 
of service existing and planned by the bill, you do fear that the exist- 
ing carrier would be unfairly set upon competitively if these subsidy 
arrangements were allowed ? 

Mr. Merz. I think that it would establish a precedent that could be 
used in other places and where there will be that competition. 

Senator Barrierr. You say here: 

This Department is not aware of any special circumstances which would 
justify such a departure. 

You are fairly familiar with the Alaska trade, Mr. Metz? 

Mr. Merz. I think so, yes. That is to the extent of the assistance 
that has been given in one form or another, special chartering terms 
and so on. 

Senator Bartietr. What assistance is given in Alaska trade? 

Mr. Merz. Right now I do not know that there is any, When we 
used to charter vessels you got a special chartering rate to permit it. 

Senator Barrierr. How much was that chartering arrangement 
for? 

Mr. Merz. That was about one-half of the regular charter hire 
ordinarily in foreign trades and other trades. It was 15 percent 
basic charter hire plus a graduated scale of added recapture in the 
Alaskan trade; it was reduced to 814 at one period of time, basic 
charter hire, with a flat 50 percent recapture; another time even the 
814 was reduced so that only a part of that actually had to be paid. 

Senator Barrier. I thought it was very good legislation; I en- 
dorsed it. I know you did. I think the Maritime Administration 
endorsed it, too. 

Mr. Merz. That is right; we did. 
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Sen: ator Bartitert. When I did, I also realized that this might be 
an unfair competitive device against some other carrier desiring to 
go into the trade but took the chance because it seemed to be the only 
means whereby tolerable freight rates to Alaska could be brought 


into being, and I think the Administration took the same attitude: 
is that not right ? 


Mr. Merz. I think that is right, yes, sir. 

Senator Barrierr. But here, Mr. Metz, this is what disturbs me: 
In the first place, let me say that I and those who joined with me in 
proposing this bill are altogether aware of its precedent-creating 
nature and naturally we would rather have it some other w ay if we 
could because you do not like to go out and seek to do that which 
seems desirable by establishing a precedent in doing so; you would 

rather do it in a traditional method. 

There seems to be no such method here. Of course, the Federal 
Government is in a general way dedicated to the proposition that 
Alaska should be developed as it is dedicated to the proposition that 
Florida and every one of the other 49 States should be developed. 

We have a situation in Alaska where, since November 1954, there 
has been no carriage of passengers whatsoever except where such car- 
riage is provided by Canadian, foreign-flag ships, on a seasonal 
basis. 

We have no means other than by the Alaska Highway whereby 
tourists can bring their automobiles to Alaskan ports with a highway 
connection and then move about the State of Alaska over that high- 
way system. Of course, a limited number of cars may be carried 
on existing freighters, but the rates, naturally, tend to be somewhat 
high and the number of vehicles which may be taken is very limited. 
The whole purpose of this bill is to get tourists moving to Alaska to 
the benefit of Alaska and, as we think, of the Nation. 

In view of that, would you not agree with me that a special cir- 
cumstance does exist here that is entitled to some constructive sug- 
gestions from the Maritime Board rather than merely a flat denial ? 

I have been very disturbed over the course of the last several weeks 
by the fact that various proposals have been made for solutions in 
this traffic and the reply of the Maritime Board uniformly is “No.” 

This is understandable perhaps in a degree, but what we would like 
is some alternatives suggested by the agency which is charged with 
building and sustaining the maritime trade under the American flag. 

I am wondering if in the light of the very special circumstances 
that do exist here, the Maritime Board would not have some con- 
structure suggestions rather than saying “No.’ 

In that connection let me call to your attention that we may have 
to create precedents in more than one place if we are going to have 

a flourishing American merchant marine because this very committee 
i been conducting hearings relating to the decline and fall of our 
intracoastal trades, as I am sure you are aware. 

Those trades are in a very sad circumstances. The committee was 
told that there was only one line in existence serving the west coast 
on an interstate basis and after that hearing was concluded, that line 
coastwise followed. So now we are down to zero. 
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Chairman Morse of the Federal Maritime Board agreed in re- 
sponse to questions which I put to him, Mr. Metz, that perhaps some 
dramatic course would have to be sought. He said in one instance: 

One comment would be to subsidize the operation to and from these non- 
contiguous areas which would also include Guam, so that the operators would 
be on a parity in operating costs with the foreign-flag operators that compete 
to other similar areas. This does not apply so much to Alaska [Chairman 
Morse continued] but I think if the subsidy idea is adopted it should be made 
applicable also to Alaska. 

True, he did not endorse a subsidy arrangement but he inferentially 
admitted that we might have to come to it if we are going to have a 
coastal fleet under the American flag. 

I have no further questions, Mr. Metz. I want to thank you for 
your appearance here. I know you do not set the policy for the Board, 
but once more I should like to say that I do hope that with respect to 
this trade which is also beleaguered and endangered but for which 
there are such rosy vistas if we take certain steps, the Board itself 
will come up with some constructive suggestions. 

Thank you very much, sir. 

Would you care to m: ake any further comment ? 

Mr. Merz. No, I have none. 

Senator Bartierr. Thank you. 

Would you care to remain in the room, Mr. Metz? 

Mr. Merz. All were 

Senator Bartierr. Thank you. 

The next witness will be Mr. Robert Sharp, who is the manager of 
Ketchikan, Alaska. 

As you understand, Mr. Sharp, we are not about to hear testimony 
from you but if you would like in your usual informal and informed 
way to tell us w hat you think about this general proposition, we will 
just talk about it in a sort of conference manner. 


STATEMENT OF ROBERT E. SHARP, CITY MANAGER, KETCHIKAN, 
ALASKA 


Mr. Suare. Mr. Chairman, for your information we are glad to 
submit the prepared statement, and I am not going to dwell on trying 
to go through that prepared statement. I w ould like to emphasize 
several things in connection with this proposed ferry system. 

First, as to any objection because of the possibility that these ferry 
vessels might operate part of the year in Alaska, then go elsew here 
and compete in the domestic trade, we certainly would not object to 
making this an exclusive Alaska-British Columbia operation. I think 
that would remove the possibility that these ships would later compete 
with other vessels in domestic trade. 

Mr. Bowurson. Could you operate the year round up there? 

Mr. Suare. The plan that we are proposing would be a year-round 
operation ; ves, sir. 

Mr. Bourson. With no ice hazard or anything like that ¢ 

Mr. Srrarr. No, sir; these are inland waters, ice free vear around. 

I would also like to emphasize that we are interested primarily in 
ear and passenger service, not freight. I might say, though, in con- 
nection with moving freight, particularly southbound freight, there 
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is virtually no service available in that area of Alaska. For example, 
if you want to move an item of equipment from Juneau to Ketchikan, 
it probably would have to be picked up by a northbound ship, taken 
south to Seattle, trans-shipped from Seattle back to Ketchikan. 

Senator Barrterr. Would you say that again, please? 

Mr. Suarpe. If you want to move an item ‘of equipment from Juneau 
to Ketchikan, there is no regular scheduled southbound ship calling 
at Juneau and later Ketc hikan. So you go through Seattle in order 
to get a piece of equipment or cargo to ‘Ketchikan. 

Senator Barrierr. But you don’t pay for those extra miles; do 
you ? 

Mr. SuHarp. Oh, vou pay the extra miles; you would pay for extra 
handling, very often, at the port of Seattle. So there would be some 
value in this car ferry service for those items that would be moved 
by motor vehicle, to move some freight southbound, or interport move- 
ment. 

Senator Bartierr. What is your intention from Prince Rupert—— 

Mr. SxHare. I beg your pardon? 

Senator Bartietr. Do you propose to carry freight from Prince 
Rupert to any given southeastern port ? 

Mr. Smarr. Only such freight as might be handled by truck. We 
don’t look on this as principally a freight situation, and certainly not 
to handle cargo. 

Senator Bartierr. An opponent of the bill might say : “Oh, truck,” 
but that furnishes a way to exclusive use by the ferry because you can 
roll trucks on that ferry and use the ferry almost exclusively for that 
purpose. 

Mr. SHarp. We look upon this as a marine highway because of the 
impractical road construction. Certainly whatever could roll on a 
highway we think certainly should be available as a transport method 
for those trucks that might roll on a highway. 

Senator Bartierr. Now, Mr. Sharp, do vou want to go on through 
and tell your story, or do you mind the interruptions we are making? 

Mr. Suarr. Not at all. 

Senator Bartrierr. I am going to ask you this question, if you don’t 
mind: Returning to Mr. Metz’ statement where, in behalf of the Mari- 
time Administration and the Department of Commerce, he expressed 
fear that this would set up a system of subsidized ships which would 
provide competition with existing carriers and which would be alto- 
gether unfair. 

Mr. Suarp. Well. of course, there is no service of the type that we 
are proposing. Nothing comparable that would move an automobile 
and passengers, and that’s what we are interested in. 

Senator Bartierr. Has there ever been ? 

Mr. Srarr, Not to mv knowledge other than the short run, the State 
ferry. from Juneau to Haines. 

Senator Bartierr. That’s intrastate. 

Mr. Srarv. Yes. 

Senator Barrierr. But nothing between British Columbia and 
southeastern Alaska ¢ 

Mr. Suarr. To my knowledge there has never been such a ferry 
service, 
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Senator Barrierr. And if you were testifying at a hearing of this 
committee instead of chatting informally you would say, then, that 
you would be willing to have language placed i in the bill which would 
make it sure that this ferry or these ferries would be taken out of the 
British Columbia area-southeastern Alaska trade and placed else- 
where for any part of the year? 

Mr. Swarr. We would certainly have no objection to that type of 
language being inserted in the bill. 

Senator Barrierr. Please cont inue, Mr. Sharp. 

Mr. Suare. In connection with competition, if my recollection is 
correct, during the hearings of this committee at Juneau, the vice 
president of the Alaska Steamship Co., Mr. Clark, is on record in 
support of this proposed ferry system; and for all we know at this 
point Alaska Steamship might be the operator of ferry vessels in the 
service; certainly they would be qualified. If they obtained the fran- 
chise they might be the operators of this ferry service; it might com- 
plement their freight operation. 

Senator Barrierr. If that were to oc cur, and if there were to be 
competition, which you said you do not believe would exist in any case, 
it would merely be the Alaska Steamship Co. competing against the 
Alaska Steamship Co. 

Mr. Suare. That would very possibly be the case. We were glad 
Alaska Steamship went in for this bill. 

Senator Bartrierr. Was that support given before a subcommittee 
of this committee in hearings in Juneau, Alaska, last October ? 

Mr. Suarpr. Yes. 

Senator Barrierr. Why don’t you build roads there and handle 
your tourists in that manner ? 

Mr. Sarr. Mr. Chairman, the southeastern area is about 550 miles 
long and an average of 150 miles wide, a narrow strip of mainland, a 
group of offshore islands; and let me point out that the island group— 
or the Alexander Archipelago—contains hundreds of islands. There 
are 65 that are 40 square miles or larger in size; there are 15 over a 
hundred square miles in size, and 6 over a thousand square miles in 
size. Toeven think of interconnecting these islands with a road is just 
so impractical that if we had the money I am not so sure that the engi- 
neers have come up with the answers that might be necessary to do ‘it. 
But from a money standpoint alone, along the coast we are talking 
about, it would take probably hundreds of ‘millions of dollars to con- 
struct a highway system through this area. It’s so impractical and so 
uneconomical that’ we just can’t even consider it with the amount of 
funds available for highway construction. 

Senator Barrierr. Now, Mr. Sharp, you live in, and are the city 
manager of, Alaska’s southernmost city, the city where more salmon is 
packed than any other community in the world, I believe. If you 
want to go to Vancouver, British Columbia, or any other British Co- 
lumbia port, or to Seattle via Canadian Steamship, how many months 
a year is this passenger service available ? 

“Mr. Suarp. About 3 or 4 months during the summer season; 3 to 4 
months—perhaps 4 would be a more ace urate estimate. 

Senator Barrierr. No winter service at all ? 

Mr. Suarr. No winter service. The reservations, or the obtaining 
of reservations, is a long-drawn-out process of several months involv- 
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ing advance reservations, and there is virtually no movement between, 
say, Ketchikan and Prince Rupert. They are sold out from the stand- 
point of the complete trip. 

So, it’s not very helpful to Alaskans, particularly. It is a good 
tourist attraction, but other than that it doesn’t help us in our day-to- 
day problem of surface transportation. 

I would like to comment, Mr. Chairman, that a number of organi- 
zations have supported these bills which are called to your attention, 
among them the American Municipal Association, the Alaska State 
Chamber of Commerce, the League of Alaskan Cities, numerous fra- 
ternal and other organiz: ations of that type. 

L will conclude by saying, unless you have further questions, that, 
of course, this statement is in support of the bill. 

Senator Barrierr. Mr. Sharp, we all know that this bill seeks to do 
that which hasn’t been done before. It would establish precedence; 
is that correct ? 

Mr. Suarp. Yes, I am sure that it would. 

Senator Barrierr. Would you tell, not the committee, but the 
group sitting up here, why it is that there are special circumstances 
that should suggest to the administration and to the Congress that 
here, in this particular area, and for the first time, a construction sub- 
sidy should be granted for this kind of trade? 

Mr. Suarp. Mr. Chairman, I think the Federal Government recog- 
nized many years ago a special circumstance and problem in Alaska 
when they granted to the Secretary of the Interior, the agency respon- 
sible for road construction in most of Alaska, the authority to build 
ferries with Federal funds, Federal highway funds, appropriated 
funds. That same authority in 1956 was conferred on the Secretary 
of Commerce when Alaska first came under the Federal-aid highway 
program. ‘Then, with the advent of statehood, that authority was 
withdrawn. So I think the need for surface transportation and the 
need for ferry vessels to perform, in many instances, along the coast, 
was recognized many years ago. 

Senator Barrier. Was that author ity ever exercised ? 

Mr. Suarr. Unfortunately, the limitation on funds under these pro- 
grams was such that integrated service such as we are talking about 
was never inaugurated, even though authority existed. 

Senator Bartierr. It wasn’t policy that prevented this from being 
done, it was simply the lack of dough ¢ 

Mr. Suarr. The Alaska Road Commission funds were meager for 
many years and the restriction on Alaska when it came under the Fed- 
eral Highway Act of ey by reducing the area, cut the amount down 
to something around $8 8 million a year available for construction 
throughout the State, which i is pretty small peanuts in an area one- 
fifth the size of the 48 mainland States. 

Senator Barrierr. Now, Mr. Sharp, as you have indicated, of 
course, the Alaska State Chamber of Commerce endorses this pro- 
posal, but in a general way are you prepared to tell us what the other 
areas of the State think about it? Let us refer specifically, perhaps, 
to Fairbanks and Anchorage which obviously would benefit from an 
expansion at the tourist trade to southeastern Alaska, but for whom 
the benefits would be more indirect. 

Are they interested in this thing? Are they for it? 

5471460 —2 
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Mr. Suarp. Very much so. The resolutions endorsing passage of 
this legislation, in fact, were introduced by a member of the Anchorage 
Chamber of Commerce at Anchorage, and I believe the motion sec- 
onded by a man from Fairbanks. They realize very much that this 
will provide a second route to Alaska and would be an attraction to 
that area, referring to the south-central and central areas by providing 
the second route. 

We had very strong support, and they even offered to accompany us 
here in connection with this legislation. 

Senator Barrierr. I recall your telling me by telephone from 
Ketchikan about that. Would you dwell upon that a bit more? You 
had offers, as I remember, from citizens of Fairbanks and Anchorage 
to join Mr. Toner and Commissioner Downing and you to come here 
and testify in behalf of this bill ? 

Mr. Swarr. Yes, [ had an offer from the city of Fairbanks to send a 
representative, and from the Anchorage Chamber of Commerce, and I 
think that is a good indication of their support of the legislation. 
They wanted to take the time and money to come down and testify for 
the bill. 

I know of no statewide group that this has been proposed to but 
what they have supported it, and no opposition exists in the State. 
The fact of the matter is, we have support on a statewide basis. 

Senator Bartierr. Do you have any questions, Mr. Bourbon ? 

Mr. Bourron. Yes, if the Senator please. 

In your opinion, would this proposed service serve the people of 
Alaska most who want. to get from place to place, or would its chief 
value be in bringing in tourists? 

Mr. Snarp. I think it would have a dual purpose. 

I think it would be a great tourist attraction; an inland voyage of 
this type, 400-odd miles, would be a great tourist attraction. But, 
equally important, it would permit our residents in this area of Alaska 
to take their automobile and proceed to Prince Rupert where they 
would be on Highway 16 which is interconnected, of course, with the 
Pacific Northwest and the highway system in the United States. 

So I think it has a dual purpose. 

Mr. Bourson. You say here that the ferry system would connect the 
Haines Highway at Port Chilkoot—Haines, Alaska—with the Prince 
Rupert Highway. You say it would also permit intermediate calls 
at Skagway, Juneau, and many other places. 

Are those places connected with the beginning of the ferry system 
by the Haines Highway? Are they all available to Juneau and Skag- 
way and Sitka and Petersburg? 

Mr. Swarr. They would be connected by this proposed system. 

Mr. Bourron. Could you make the trip via automobile now with- 
out the ferry ? 

Mr. Suarp. No; there are no roads connecting these communities. 
None of the communities named are connected by road, with excep- 
tion that Haines and Port Chilkoot are located one adjacent to the 
other at the terminus of the Haines Highway. Other than that ex- 
ception, there are no roads between these communities. 

Mr. Bourson. If an application were made under the bill, suppos- 
ing that it were passed, [am sure the Maritime Administration would 
want to know what type and how thorongh a study had been made of 
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e 


the points, because I gather that I have been connected with shipping 


long enough to know that it takes a fair amount of money to build 
ships and operate them. 


Mr. Suarp. Yes, and Mr. Toner, who will be heard a little later, 
is prepared to give you a résumé. As a matter of fact, we have a 
compilation of those studies available. 


You will find a great deal of engineering studies have gone into 
this over many years. 


Mr. Bourson. One final question. 


From what you said before, would you agree to amending this bill 
tosay something like this: 


For the purposes of this section, if the total mileage logged by any vessel dur- 
ing a calendar year is logged in round voyages from Alaska to British Columbia, 
such vessels shall he deemed to be operating exclusively in foreign trade. 


Mr. Suarp. Yes, to make it exclusive operation between Alaska 
and British Columbia. 
Mr. Bourson. That is all. 


Senator Barrierr. One final question, Mr. Sharp; or you may 
care to defer to Mr. Toner or Mr. Downing. Do you anticipate that 


the majority of the traffic will be generated from Prince Rupert. to 
Alaska, or will most of it be intra-Alaska ? 

Mr. Suarp. I think the majority will be through traffic. I think 
the movement between ports in southeastern Alaska in this proposed 
system will be quite a lot less than the through traffic. 

Senator Barrierr. Thank you, sir. 

Mr. Surarp. Thank you. 

(The full statement of Robert FE. Sharp follows:) 


STATEMENT OF Rogpert E. SUARP, PRESIDENT, SOUTHEASTERN 
(ALASKA) CONFERENCE 


The Southeastern Conference is a nonprofit association of 20 cities and cham- 
bers of commerce in southeastern Alaska organized for the purpose of improy- 
ing transportation facilities in this region of Alaska. Its membership con- 
sists of the cities and towns of Haines, Douglas, Yakutat, Juneau, Sitka, Met- 
lakatla, Wrangell, Ketchikan, Petersburg, Skagway, Port Chilkoot, Craig, Kla- 
wock, and Hydaburg and the chambers of commerce of Juneau, Sitka, Wrangell, 
Haines, Ketchikan, and Petersburg. The conference is on record in support of 
the passage of H.R. 7102 (and 8S. 1956). 

Southeastern Alaska is that portion of the State of Alaska lying east of the 
141st meridian and consists of a relatively narrow strip of mountainous main- 
land, together with the islands of the Alexander Achipelago lying immediately 
offshore. An intricate system of waterways cuts the region into a number of rel- 
atively isolated areas but these same waterways, if fully utilized, could provide 
a ready avenue of access between the communities in this region and the bal- 
ance of the State of Alaska to the north and to the other 48 mainland States 
to the south. The entire region is dependent upon water and air transporta- 
tion. In addition toa wealth of natural resources including its fisheries, miner- 
als, and forests, the scenie attractions of the area are unequaled in North 
America and constitute a tremendously valuable resource provided transporta- 
tion facilities can be made available to the motoring public. 

The area extends about 550 miles in a southeastern direction from Mount St. 
Elias to Portland Canal on the south. It ineludes a part of the bordering rugged 
coastal mountains on the mainland and the islands of the Alexander Archipelago 
lying directly offshore to the west. From Mount St. Elias a narrow strip of 
mountains ahout 40 miles wide and 160 miles long connects the major part of 
this area with the peninsula forming the large land mass of the State of Alaska. 
The sontheastern part. which is roughly rectangular in shape, has a length of 
about 390 miles and a mean width of ahont 120 miles. The total land area is 
about 35.700 square miles of which 60 percent lies on the mainland and the 
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rest consists of islands lying immediately offshore. The Alexander Archipelago 
is about 300 miles long and contains hundreds of islands of which 65 exceed 4 
square miles, 15 exceed 100 square miles, and 6 exceed 1,000 square miles, 
These islands are separated from each other and from the mainland by an 
elaborate pattern of waterways. The entire southeastern area is a mountainous 
mass intricately cut by waterways which separate the islands from each other 
and from the main land. Numerous spectacular fiords pierce the mainland, af- 
fording passage deep into the coastal range. These seaways are deep, many 
over 400 feet, and have hard rocky bottoms. 

The land forms and the configuration of the mass provides one of the most 
scenic areas on the continent. Many peaks on the mainland rise to between 
6,000 and 8,000 feet and higher while many of the islands have peaks 4,000 feet 
or higher. On the mainland glaciers fill many of the narrow canyons and at- 
tain a great size in the northern part of the area. Most of the higher peaks, 
both on the mainland and on the islands, also contain glaciers. A dense forest 
cover extends from the elevation of about 2,500 feet down to the sea. The 
climate of this area is maritime in nature and is characterized by mild winters 
and cool summers. 

The economy of southeastern Alaska is dependent almost entirely upon water 
and air transportation. Because of the very rugged mountainous terrain and 
numerous islands which largely constitute this region of Alaska, construction 
of a land system of highways to connect these communities with other areas of 
Alaska and the mainland 48 States to the south is impractical, except for short 
local roads and perhaps in the future an interconnection through the major river 
valleys traversing the coastal range to British Columbia, Canada, to the east. 
The only existing land connection to regions outside of southeastern Alaska is 
one single highway from Haines north to the Alaska Highway and by a narrow- 
gage railroad from Skagway to Whitehouse, Yukon Territory, Canada. The fol- 
lowing is a table showing in statute miles the distance between major points 
in Alaska and Seattle, Wash.: 


Ketchikan Juneau 
Points = begs Sea chaaiall 

| Air Water Air Water 

| 
Wrangell_.._...--- jist in micnasis Sre iactied taag nee iam cieiadeeataidaede 83 102 | 145 170 
ee aa meni iait  d eicin cota ee ain’ 187 | 315 | 92 183 
OS reas ps iin sigh ediglas teal betes sana nubdiale aici aa 228 | SP doco eo eee 
a oe ak sadefedie cs manic Di teakn <imeidndmaee 315 | 352 | 87 115 
aS wines hs ipahicenib Sik oni ne a eta ne a eale meagan 778 | 840 | 550 605 
SS eo aes See tare a hintialake niaen cena R64 1, 096 636 S61 
NUNN oirantic dot avwonnncavwateessatnandeubesnsaetucanees| Oe fo eccs: | dl Ee 
ascii din damit iccecreoansheene itl tes ka inal 635 | 749 | 875 | 1, 004 


This brief description of the geography and topography of southeastern Alaska 
has been given to show how impractical it is to build an integrated system of 
primary and secondary highways to meet the surface transportation need for 
motor vehicles and passengers. 

Water transportation to Alaska from the Puget Sound region in the State of 
Washington is normally via the inland passage. This route traverses an inter- 
connected series of channels, straights, and passages existing between the main- 
land and islands to the west and extending the full distance from Puget Sound 
to Skagway. The islands serve to protect the entire route from severe storms 
which occur in the North Pacific Ocean, thus permitting navigation by relatively 
small boats throughout the year. The major communities of the area are served 
by one steamship company on a weekly scheduled freight route. No passagers are 
hauled by the steamship line. Several smaller charter vessels also operate a 
freight service but no passenger service. Four Canadian steamship boats op- 
erate during the summer season carrying passengers between points in Alaska 
and Canadian ports. One State-owned ferry vessel operates between Haines 
and Juneau during the summer season and has a limited capacity for passengers 
and motor vehicles. One scheduled airline transports passengers between 
Juneau and Annette Island and other points in Alaska and the other 48 
States to the south. Another scheduled airline transports passengers between 
Juneau and Annette Island and other points in Alaska and the other 4 
States to the south. Two local airlines on a scheduled basis transport passengers 
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within the southeastern Alaska region. There are no connecting roads be- 
tween the various communities in southeastern Alaska. 

It is quite obvious that the lack of surface transportation for motor vehicles 
and passengers between the communities and connecting this region with the 
rest of the State of Alaska and the other mainland 48 States to the south is a 
retarding factor in the growth and development of the area. It has been con- 
cluded by the Southeastern Conference that the most feasible and economical way 
to provide surface transportation for motor vehicles and passengers is by ferry 
vessels. The Southeastern Conference has proposed a ferry system connecting 
the Haines Highway at Port Chilkoot-Haines, Alaska, with Highway 16 at 
Prince Rupert, British Columbia, with intermediate ports of call at Skagway, 
Juneau, Sitka, Petersburg, Wrangell, and Ketchikan. This service, in effect, 
would be a primary route and an extension of the Haines Highway to not only 
serve the intermediate communities of the region but to connect with Highway 
16 in British Columbia, Canada, thereby providing a connection to the 48 States 
to the south. This primary route ferry service could be supplemented with 
feeder ferry service to the other communities in the region. 

H.R. 7102 (and S. 1956), if enacted by Congress, would amend section 506 
of the Merchant Marine Act, 1936 (46 U.S.C. 1156), by inserting at the end there- 
of the following: 

“For the purposes of this section if the majority of the miles logged by any 
vessel during a calendar year are logged in round voyages from Alaska to British 
Columbia, Canada, such vessel shall be deemed to have been operated exclusively 
in foreign trade during such year.” 

Passage of this bill would permit the construction and operation of subsidy 
ferry vessels along the proposed route previously outlined. 

This amendment is necessary in view of the fact the ferry vessels which 
would be carrying a limited number of motor vehicles and passengers only be- 
tween points in Alaska would not be considered as operating exclusively in 
foreign trade, and would not come within the limited specified domestic service 
permitted by section 506, and, therefore, such vessels would not be eligible for 
construction-differential subsidy under the act. Such subsidy is vital to the 
financial feasibility of the ferry system plan involving initially three vessels. 
The intra-Alaska service is vital to the development of the area and would con- 
tribue to the financial feasibility of the ferry system plan. 

Although the proposed ferry system would carry intra-Alaska traffie in con- 
junction with the foreign route operation between Port Chilkoot-Haines and 
Prince Rupert, British Columbia, such intra-Alaska traflic would be relatively 
low in volume and the unique and difficult problem of the area merits an excep- 
tion to the normal application of the act and domestic service regulations. The 
proposed ferry vessel operation would not be in competition with any other 
domestic carrier because such service does not exist at this time, and efforts 
to induce operators to enter the service have proved unfruitful. 

The passage of H.R. 7102 (and S. 1956) has been urged by the American 
Municipal Association, the Alaska State Chamber of Commerce, the League 
of Alaskan Cities, and numerous fraternal organizations. The Alaska Legisla- 
ture, in a memorial to the Congress enacted during its current session, has 
urged the passage of this legislation. 

The Southeastern Conference, on behalf of its member cities and chambers 
of commerce, urges the passage of H.R. 7102 (and 8.1956). 


Senator Bartierr. Thank you very much. 

Which witness would care to be heard next if this were a hearing? 
Mr. Toner?) Mr. Downing? It does not matter. 

Very well, please give your name. 


STATEMENT OF FELIX J. TONER, CONSULTING ENGINEER, JUNEAU, 


ALASKA, AND VICE PRESIDENT OF THE SOUTHEASTERN ALASKA 
CONFERENCE 


Mr. Toner. My name is Felix J. Toner. Iam a consulting engineer 
from Juneau, Alaska; I am also vice president of the Southeastern 
Alaska Conference. 
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Senator Bartietrr. What is that? 

Mr. Toner. That is an association of all of the communities in 
southeastern Alaska. There are approximately 20 communities there 
and each community is represented by 2 votes in this conference—] 
vote for the city organization, the other vote for a business organiza- 
tion in the community. 

Mr. Bourson. Do you have a prepared statement ? 

Mr. Toner. I do not, sir: I testified in Juneau before this committee 
and the record has a general statement of mine concerning this par- 
ticular legislation. 

What I would prefer to do here is dwell on some points that have 
been raised since we have come to Washington. 

Senator Barrirrr. Would vou speak a bit louder, Mr. Toner? 

Mr. Toner. If I could I would like to speak now concerning the 
wording of the amendment. Apparently there is a great deal of con- 
cern that this wording would permit competition by these vessels 
on other coastwise runs. 

Earlier in the year when that objection was received from the 
Maritime Commission, we in Alaska stated very clearly in corre- 
spondence that as far as we were concerned any wording that. would 
limit the vessel to the particular run we have in mind would cer- 
tainly make us quite happy, because we had no intention to take 
those vessels and use them any place else. 

We intend to operate a year-round service right in Alaska in the 
particular run, between Prince Rupert. British Columbia, and Haines, 
Alaska. 

Senator Bartrierr. With intermediate stops? 

Mr. Toner. At such communities as Ketchikan, Wrangell, Peters- 
burg, Sitka, Skagway. 

Mr. Bourbon did mention a wording that he would propose, the 
use of the wording “total mileage logged shall be logged in round 
voyages.” 

We might have a little difficulty with that particular wording. 
We have no yards in Alaska that could possibly handle repairs on 
these vessels. We had a situation that yearly the vessels would have 
to go to the Puget Sound area for regular maintenance and overhaul. 
Under our program we propose that. during the peak tourist months, 
let’s say 5- to 6-month period, we would operate these vessels steadily— 
all three; we propose to use al] three—as the study would indicate. 

However, in the 6-month period that would span the winter months 
we would be pulling one vessel off the run, sending it to Seattle. 
Now, wording such as “total mileage” could very well eliminate us 
from actually being in foreign trade—that particular wording. 

The other possibility that would cause us difficulty there is that in 
the event of damage to one of the ships during the regular season, 
again that vessel would have to go to Seattle for repair. The point 
T am trying to make is that we have no objection to any wording that 
will tie us right down to that. particular run so long as it will permit 
us to make these trips to Seattle for repairs or regular maintenance 
and overhaul 

Mr. Bovurson. Possibly you might say “total operating mileage.” 

Mr. Toner. Let us put it this way: use “total revenue mileage,” 
that also would tie it down to that. run—any money earned in that 
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run—the total revenue-producing mileage would have to be in that 
particular run, That would achieve the effect, I believe. 

The thing that we apparently bump into here in all this diseus- 
sion is that we are going to arrive at a major departure from the basic 
policy of the Merchant Marine Act of 1936, and that major depar- 
ture apparently consists of the fact that the possibility exists that a 
subsidized vessel will be able to compete with a vessel that has not 
been subsidized. 

This wording could possibly eliminate that with respect to some 
other coastwise trade in the United States if the wording is revised. 

The pomt was raised that possibly this condition still would exist 
even with corrected wording because we might compete with Alaska 
Steam. There are a couple of facets of that particular phase of the 
business that I think should be discussed. 

First, we certainly would not be competing with Alaska Steam im 
the movement. or handling of passengers. They simply do not do it. 

Second, with respect to car movements there is no question that this 
service undoubtedly would be im competition, because you can take 
a car from Seattle to certain southeastern ports on Alaska Steam: 
however, if the ferry were in operation there would be no question, 
I believe, that people would drive their cars to Alaska. That is the 
basic intent, to permit them to get there on wheels. 

Mr. Bourson. Might I ask there, sir, if you take a car to Alaska 
via Alaska Steamship, can the driver travel on the same vessel or 
must he get up there some other way 4 

Mr. Toner. They handle no passengers at all. The driver would 
have to fly to Alaska and his car would be shipped to whatever port 
he designated. But the driver himself would have to fly to Alaska. 

The only possibility you have of accompanying a car would be to 
go to Vancouver, B.C., and take a Canadian line during the 3-month 
summer period; then the driver would be on the same vessel as his 
car but the car is unloaded only at the port of destination. 

If he wanted to stop at some of the other communities, as quite 
often those vessels will stay in port for a period of 12 to 48 hours, 
the car remains on board, 1s not available for the passenger's use. 

The passenger can go ashore. With the ferry operation, the car is 
available to him at all times. 

From the standpoint of freight haul there would be no question 
that there some competition might exist. Mr. Sharp pointed out 
that on southbound freight the freight would have to move from 
southeastern ports through Seattle and back into the southeastern 
port. With the ferry system it would be able to travel from port 
to port, but we are speaking here of freight that is loaded on vehicles 
that provide their own power, such as tractors and vans or any regular 
truck or even a passenger car or station wagon. 

The ferry system would not handle bulk cargo of any kind or piece 
cargo of any kind. 

In the northbound trade there certainly would be a certain amount 
of competition by vans hauling out of Seattle. That, however, I do 
not believe, would be a major part of the freight cargo that Alaska 
Steam handles, because we again arrive at the situation that your 
rate structure on Alaska Steam in bulk cargo at present would be 
much more competitive than would be our rate structure for bulk 
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cargo loaded into a truck and hauled over the highway and over a 
ferry system. 

High premium cargoes, luxury items, things like that, certainly they 
could stand a ferry structure rate. Ca ‘gO “such as fresh vegetables, 
things like that, could be trucked over the highway and by the ferry 
come into the southeastern area. 

One thing that would develop with the ferry system that would 
certainly benefit the Alaska Steamship Co. would be the development 
of the southeastern area and with it a corresponding growth in freight 
cargo for that area. 

There was an interesting point developed earlier. I had not 
thought of it too often before, but actually to provide us with a freight 
and rate structure that would enable us to have freight rates that were 
variable, a subsidy had been granted, a special condition had been 
granted to Alaska Steam years ago. 

As I understood it earlier from Mr. Metz’ t testimony that particular 
form of a subsidy has been dropped. In effect that is what this will 
do for us. This legislation would enable us to get a start and the 
system is economic ‘ally feasible on the basis of all the engineering and 
traffic studies that we have been able to develop. 

I think that a copy of the report containing all of this data was 
submitted to the committee at the hearings in Juneau. 

I think in general that covers some of the notes that I had. 

Senator Bartterr. Mr Bourbon? 

Mr. Bovrron. I would just like to go back to the one point you 
made about the transportation of automobiles. You said that you 
would compete to some extent with Alaska Steam, but certainly in 
the matter of tourist trade, if the driver or the occupants of the car 
could not travel by Alaska Steam, you would hardly be in completi- 
tion with them on that score; would you? 

Mr. Toner. We certainly would not be in competition in the tourist 
trade. I was referring there, sir, to the fact that all cars that come 
into southeastern Alaska now must be shipped by Alaska Steam. 

There are two communities at present, to which you can get a car 
without going over the steamship line; one is Haines—there would be 
three actually ; ; we have a small ferry system that operates between 
Skagway, Haines, and Juneau. 

You can drive over the Alcan Highway, take the Haines Cutoff 
at Haines and on the ferry to Skagway and Juneau, but they are 
the only communities w hereby you can get a car by road and ferry to 
the southeastern part of Alaska. 

Mr. Bovurson. That is a U.S. operated and owned ferry, the one 
you just referred to? 

Mr. Toner. That is a State owned and operated ferry system, a 
smal] vessel that handles, I believe it is, 16 cars on a relatively short 
run of 6 hours. 

Mr. Bovrson. I have no further questions. 

Senator Barrietr. In testimony submitted to the committee at 
Juneau, did the submission of evidence include two reports made in 
behalf of the ferry system or one? 

Mr. Toner. The report submitted in Juneau was this compilation of 
data, with analysis and comments by myself, that included all of 
the reports of significance that had been written on southeastern 
Alaska ferry system as far back as the early forties. 
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There had been several reports, the most recent of which was done 
by W. A. Gillman & Sons of New York of which they in effect had 
two reports: they had their basic report and later they came along 
with a supplemental memorandum that was about a quarter the size 
of the original report. 

They are all included in this one bound volume. 

Senator Barrierr. Didn’t the Federal Government itself through 
the Alaska Railroad Commission have a survey made ? 

Mr. Toner. The Gillman report was prepared under contract with 
the Bureau of Public Roads, Department of Commerce. 

Senator Bartiterr. And paid for by Federal taxpayers’ dollars? 

Mr. Toner. Yes. 

Senator Barrierr. The Federal Government had that much inter- 
est in this proposed ferry system that it had this study made? 

Mr. Toner. It did; yes. 

Senator Barrierr. Who originated, if you know, Mr. Toner, the 
principle which we now find in S. 1956? 

Mr. Toner. You are seaking now of the wording used in the act? 

Senator Barrierr. No; the general principle. 

Mr. Toner. The general principle? I think—I believe that it would 
be safe to say that it originated with the Federal Government through 
the Maritime Administration in the thirties to develop American 
shipping, enable it to compete with foreign shipping and to build up 
amerchant marine in the United States. 

Senator Barrierr. Well, did you, as an individual, translate this 
idea to Alaska ? 

The reason I ask this question, I recall that, oh, for far more than 
a year you have discussed this plan with me, and I believe you made 
one trip to Washington, at least, prior to this time concerning this 
matter. 

Mr. Toner. There were a group of us in Alaska, you might say, 
that kicked the idea around. I came down here and on my way down 
to Washington I stopped off in Seattle and discussed the whole thing 
with Mr. Acheson, who is the president of Black Ball Transportation 
in the Puget Sound area. We were particularly interested in discuss- 
ing with him because it was our understanding from what he said 
that his ferry operation, the vessel Cohoe, had actually been con- 
structed with a construction subsidy from the Federal Maritime Ad- 
ministration under the provisions of the Merchant Marine Act of 
1936. 

Senator Bartierr. Were you able to test the validity of that re- 

port? Do you know if the ferry was so constructed ? 
_ Mr. Toner. I will put it this way. The people with whom I talked 
in Seattle were of sufficient responsibility that I personally did not 
go to the Federal Maritime Administration and ask did they or did 
they not do this. 

But my information was very definite that the vessel was con- 
structed under those provisions and with that type of financing, 
and on the basis of that we came to Washington to see if it were pos- 
sible for us to secure the same type of financing for the particular 
run we had in mind. 

Under the provisions of the present law some of the things that I 
pointed out earlier prevented us from being eligible. We had a prob- 
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lem with the interim stops; for instance, in our run there would be 
no question that. if we originated in Br itish Columbia and ended in 
Alaska, just had a single run between two communities, we would be 
in foreign trade. 

The Department of Commerce through the Maritime Administra- 
tion in correspondence indicated that that was so: therefore, we would 
be eligible. However, we could not have a service that would stop 
only at one port in Alaska. 

Our service, to be of use and of benefit to the whole of the State, 
had to stop at several ports. Well, the problem arose, Would there 
be enough of the run considered in foreign trade under the existing 
Ww ording of the act to make us eligible / 

After much discussion the wording that is in S. 1956 was evolved. 
The discussions were between myself and the people at the Maritime 
Administration. 

We were attempting to find wording that would make us eligible 
and cover the route we proposed that we could suggest as an amend- 
ment to the Merchant Marine Act. 

Senator Barruerr. Those conversations took place here in Wash- 
ington ? 

Mr. Toner. To the best of my recollection the conversations took 
place in, I believe it would be, December of 1958, sir. 

Senator Bartierr. Let me ask vou this, Mr. Toner: When you talked 
with the staff of the Maritime Board and/or Maritime Administra- 
tion did you receive any encouragement for this idea, or was cold 

water thrown up it; or did the personnel merely seek to serve you 
in a technical capacity ? 

Mr. Toner. I would say that the personnel sought to serve us dur- 
ing the discussions. They sought to act in a technical capacity to 
provide us with wording, or an idea that could be worded up in a 
fashion that would cover the route that we were considering. 

At all times there was no question, they pointed out, that they were 
not in a policymaking position; the decision was not theirs to make, 
but there were these possibilities, and as a result of those discussions 
and conferences this is the wording that evolved. 

Senator Barrterr. I do not want to consume your time by asking 
you a whole series of questions which were already placed in the 
record at. Juneau, but just by way of broad outline, how much do 
you calculate each of these ferries would cost ? 

Mr. Tonrr. Our total vessel cost estimate is $10 million, which 
would break the individual vessels down to about $314 million each. 

Senator Bartierr. How long would they be as to beam length! 

Mr. Toner. 370 to 380 feet in 1 length. They would have a capacity 
of a hundred passenger cars; 500 to 700 passengers. You have that 
range in the passenger capac ‘ity depending upon what modifications 
were made to the superstructure and what type of seating arrange- 
ments were made to provide comfort and convenience of passengers. 

Senator Barrierr. What speed ? 

Mr. Toner. We are speaking in terms of an 18-knot vessel so that 
we can have daily service over the run. As proposed, the service 
would enable a tourist or any traveler to leave Prince Rupert and 
just a little more than 24 hours later they would be in Haines, a 
distance of 376 miles. 
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Senator Barrterr. How many passengers did you say ¢ 

Mr. Toner. Five to seven hundred. 

Senator Barrierr. Quite obviously you would not plan on them 
sleeping in staterooms / 

Mr. Toner. No; the proposed type of accommodation for the pas- 
sengers would consist of reclining chairs of the type that we now 
have in aircraft, commercial aircraft that are serving on the airlines. 

In addition, there would be all of the necessary comfort facilities, 
snack bar, lunchroom, things such as that. 

Senator Barrierr. Restaurants aboard ? 

Mr. Toner. Yes. 

Senator Barrierr. How large a crew on each ferry ? 

Mr. Toner. It is estimated it would require 32 to 33 men to operate 
the vessel on a 24-hour basis. 


Senator Barrterr. And the ferries would be operated, did you 
say 6 months a year? 

Mr. Toner. The ferries would be operated 12 months a year. For 
a 6-month period we would have three on the run and then we would 
start rotating them in the winter 6-month period to send one vessel 
south for regular maintenance and overhaul. 

Senator Barrierr. Do the projections which have been made envi- 
sion foreign operating profit capacity loads on every trip? 

Mr. Toner. I beg your pardon / 

Senator Barrierr. In order to break even on this operation or to 
make money would you have to have a capacity load on each trip of 
each ferry? 

Mr. Toner. No. This vessel would break even someplace in the 
neighborhood of 45 to 48 percent capacity. 

In other words, capacity during the summer months up in the 85- 
percent bracket at the peak of the tourist season would offset the low 
winter volume and the operating, the breakeven point, would be some- 
place in the 45 to 48 bracket. that capacity. 

Senator Barrirrr. Mr. Toner, why doesn’t the State of Alaska, 
which is sovereign, which is a going concern, build these ferries itself 
and then contract out to a private operator for their operation ? 

The committee has been told previously that this is done elsewhere. 
Why does not the State of Alaska do it? The State of Maryland, 
Mr. Bourbon suggests, for many years has done this. 

Mr. Toner. Probably the best answer to that is if the State of 
Alaska were to take off and build these vessels and lease them out to 
a private operator and have them operated on that basis or operate 
them themselves, the payoff at the total cost figure, the amortization 
of debt, would probably cause a rate structure that. would be too high 
to interest the traveling public. 

We feel this, this particular service replaces the highway system 
that any other State would have constructed under Federal highway 
uid funds. 

Our area cannot be served by roads, cannot be tied together by 
roads, and because of that, we feel that there are certain benefits, shall 
we say, to which the area is entitled because of this particular topo- 
graphic or geographic condition. Therefore we seek this particular 
legislation to enable us to begin to approach the price it would cost 
the traveling public to move over a highway. 
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The closer we can get to it, the better off we are. 

Senator Barrierr. The total construction subsidy would be some- 
thing on the order of or less than $5 million; is that right ? 

Mr. Toner. On the basis of a $10 million vessel cost it would be 
$414 million. 

Senator Barrierr. And if, instead, the people of southeastern Alas- 
ka were to insist, as I suppose they would have a right to, upon high- 
way connections, even if those highway connections necessitated the 
building of some of the longest bridges i in the world, this would cost 
the Federal taxpayer hundreds and “hundreds of millions of dollars 
before such a system could be perfected, as against less than $5 million. 

Mr. Toner. That is true, and there is another phase to that, I might 
say, that in addition to having a very low initial cost so far as the tax- 
payer in the United States is concerned, they would get a much greater 
return on their investment from that small initial cost in the de svelop- 
ment of the area and the taxes and other fees or moneys that would 
come from that State into the Treasury of the United States. | 

The rate of return would be much greater on the investment on that 
basis. 

Senator Barrierr. And is it not true also, Mr. Toner, that Alaska 
entered statehood under conditions entirely different from those of any 
other State, principally in that until statehood came to Alaska the 
Territory had no authority over its wildlife or fisheries, it had only a 
few acres of land granted to it, wasn’t given permission to establish 
its court system, its prison system, and so forth, down a long list of 
public services; then all of a sudden with the arrival of statehood 
Alaska is required to assume these very considerable financial burdens 
and it is going to take, as everyone understood when statehood was 
granted, a bit of time to work all of this out? 

But if Alaska’s financial condition were such as to permit this 
readily, Alaska would do just what Mr. Bourbon said Maryland al- 
ready did, have a State system of ferries, operate those ferries itself 
or through a private contract arrangement, and if necessary on ac- 
count.of the benefits to be derived would subsidize that operation. 

Are those generally correct. statements in your opinion ? 

Mr. Toner. Yes, they are, Mr. Chairman. I think when you men- 
tioned the financial condition in Alaska that this particular system 
that we are speaking of, this ferry system, and the development. of 
tourism, is the most immediate thing that could be done to benefit 
Alaska financially at basically no cost or very little cost to the Federal 
Government and the Federal Government has expressed itself time 
and time again as wanting to develop Alaska. It was mentioned ear- 
lier that we have unique problems, we are in unique situations. We 
truly are, right down the line, in the sense that we are trying to de- 
velop a basic economy under rather trying conditions, you might say, 
as regards Federal regulations, Federal laws, and Federal taxes. 

Mr. Bourson. To get back to the question of State operation, I 
might say this: It seemed to have some pertinence to your situation 
up “there; the State of Maryland, as you know, has the Chesapeake 
Bay which practically divides it in two. Some years ago there was a 
private company that initiated and operated a State ferry for some 
years and the gentleman who just walked out of this door, a few years 
ago, Governor O’Connor at that time, during the regime the State took 


Sanit 22h OA 


— -— «= « a 


nen- 
stem 
t of 
nefit 
leral 
time 
ear- 

We 
> de- 
, say, 


on, I 
ation 
yeake 
Was & 
some 
years 
» took 


re 


AMENDMENTS TO THE MERCHANT MARINE ACTS 23 


over the ferry and operated it as part of the State roads system for 
quite some years. A few years ago the Bay Bridge was built and 
that superseded it. 

Now, Was there any direct proposal made to the government of the 
State of Alaska that such a ferry as this could be operated as part of 
the State road system ¢ 

Mr. Toner. Beginning in 1956 and early 1957, at the time that this 
Gillman report that I mentioned earlier, at the time that contract was 
entered into, we did have authority under Federal legislation to ex- 
pend highway funds for such a ferry system. The proposal then was 
that this report, this study, be made, and that we seek funds to attempt 
to build it out of our highway funds because to us it was basically a 
highway, although it was a marine highway, and at that time there 
was great consideration given to the idea that if necessary this vessel 
would be subsidized by what was then the Territory, and the subsidy 
would consist of just allocating to it what would be normal annual 
maintenance cost per mile. 

In other words, to maintain roads per mile in our section of south- 
eastern—lI believe the figure was some place between $1,500 to $2,000 
per mile for annual maintenance—and since this had a 370-mile length 
they talked in terms of having a $750,000 maintenance fund that would 
be used to subsidize the ferry. 

With the advent of statehood we lost all possibility of having it 
treated as a highway. Prior to statehood it had been placed on the 
highway route system and I believe Mr. Downing, who is commissioner 
of public works, heading up all of the construction and public works 
buildings in Alaska, I believe he will point that out with a map that 
he has that this ferry route was actually accepted by the Federal 
Government as part of our highway system. 

Now, it is impossible for us to use Federal aid funds for the con- 
struction of vessels, so now we have to seek some other route whereby 
we can get our highway to serve southeastern Alaska. 

Mr. Bourson. It has not been put up to the State government itself ? 

Mr. Toner. Well, the point is that the State government itself would 
use Federal highway aid funds but they are precluded by the wording 
of the Federal Highway Aid Act. You cannot use any of the Federal 
highway aid funds to construct ferry vessels and the State govern- 
ment right now to construct such a ferry system would have to bond 
itself for the complete cost of that ferry system. 

Mr. Bourson. That was done in Maryland for both the bridges and 
the ferry and they are being paid off well ahead of schedule. 

Mr. Toner. I realize that has been done. It has been done in the 
State of Washington, and in Pennsylvania, many other States. 

I would point out, though, that our problem is that this is not an 
established operation where there is an established traffic pattern. The 
estimates of the engineers indicate that if it were a complete bond 
program under a revenue bond issue it would take a 30-year period at 
5 percent interest to fully amortize this system and operate it. That 
under no circumstances if as a last resort we have to follow that route 
undoubtedly we would follow it, but what we are attempting to do is 
to secure such aid as we can to reduce the amortization period, to place 
us in a better bargaining position in the bond market, and to lower the 
rate structure because the rate structure under their proposal would 
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be inordinately high so far as we are concerned and that is why we 
seek all of these subsidies. 

Mr. Bourson. Thank you, sir. That is all I have. 

Senator Barrierr. Do you think that we ought to be so fearful of 
precedent, of breaking precedent, Mr. Toner? Haven’t quite a few 
precedents be broken in these last few years in many different areas? 

Mr. Toner. Well, I will put it this way: I may be wrong but every 
time that any bill is elated in effect, you create a precedent, when 
something new comes up. If we didn’t depart from precedent we 
would have no progress of any type or kind. I must say that so far 
as I personally am concerned, and I believe so far as by far the large 
majority of the people in Alaska, and I think you could even say in 
the United States, I think they would tend to be quite willing to break 
precedent when it appears a sensible move, such as this. 

Senator Barrierr. Yes. Now, if plans made were carried out, 
there was somewhat of a precedent in relation to Alaska only vester- 
day when the first pure jet passenger plane was to have flown from 
Seattle to Fairbanks. This is a precedentmaker. It is very useful 
publicly. 

The Soviet Government created a precedent here on an October day 
a few years back when they shot up sputnik and I suspect that we are 
going to have to break many more precedents: for example, talking 
again about things that occur upon the ocean, the Russians now have 
2 very large fishing fleet of modern vessels, some of the largest fishing 
ships in the world, fishing in fishing grounds off the Alaskan coast. 
They are creating their historic rights. 

We don’t have one vessel because the Government has no way to 
assist in this and private operators at this time don’t find this opera- 
tion profitable. 

I will speculate, though, and say that before too long we will break 
another precedent and we will have some government aid for getting 
American fishing vessels out there so we won’t lose those long-time 
rights that we always thought we enjoyed and will now be taken away 
from us if we don’t do something on account of active Russian fishing. 

It is useful, good, in many cases, to do something new. When the 
old doesn’t work ours is a nation that has never hesitated in the past 
to launch out on a new venture and I don’t think this is of material 
consequence and, it seems to me, we ought to be able to do something 
about it. 

Thank you very much, Mr. Toner. 

Do you have anything else? 

Mr. Tonrr. No, sir; and thank vou very much. 

Senator Bartrierr. The League of Alaskan Cities in its convention 
at Nome last November adopted resolutions favoring the bill which 
would be heard by this committee if the committee were holding a 
hearing, and also endorsing S. 2661 before the Senate Committee on 
Public Works. 


Senator Bartrietr. Mr. Downing? 


STATEMENT OF RICHARD A. DOWNING, COMMISSIONER, DEPART- 
MENT OF PUBLIC WORKS, STATE OF ALASKA 


Mr. Downtnea. Mr. Chairman, in order to conserve time I would 
like to just submit my brief. 
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Senator Barrierr. Have you extra copies of it? 

Mr. Downtnea. Yes, sir. 

Rather than read it I will be more than happy to discuss the whole 
thing with you like the other boys have. 

Senator Barrierr. Why don’t you read this statement, Mr. Down- 
ing. It isn’t very long and it is still 25 minutes until 12 o’elock. 

Mr. Downtnc. I will be happy to, Mr. Chairman. 

For the record, my name is Richard Downing, commissioner of pub- 
lic works for the State of Alaska. In this position I am charged with 
the highway, airport, and harbor development programs, as well as all 
other public works programs administered by the State of Alaska. 

I shall address myself in these few remarks to the nec essity for 
providing a marine highw av from the southern 48 States to connect 
with the highway system of Alaska’s interior. 

Because of the sparseness of our population and the vast distances 
separ’ ating our cities, it is essential that every dollar be made to con- 
tribute the ultimate in returns toward extension of our transporta- 
tion network, either in land, air, or water facilities. In this respect 
a marine highway connecting the Alaska highway system at Haines 
with the panhandle cities of Juneau, Sitka, Petersburg, Wrangell, 
Ketchikan, and hence to the western terminus of the transcontinental 
railroads and highways at Prince Rupert, British Columbia, is as 
essential to the future growth of Alaska and the development of her 
natural resources as were the Government-subsidized transcontinental 
railroads to the development of the Midwestern and West Coast 
States of the continental United States. 

A marine highway is our only answer to the Pa n. of providing 
the communication network to development of Alaska. The sitna- 
tion is comparable to the western coast of continental United States 
prior to the railroad completion, when, for practical purposes, the 
only way to California was by ship around Cape Horn. 

In Alaska’s case, the only means of access to the interior is by w: ay 
of the Alaska Highway, a 6-day trip by auto from Great Falls, Mont.. 
or Seattle, Wash. The panhandle c ities are isolated from the rest of 
Alaska and from each other by terrain which is so rugged that a land 
ronte is economically impossible. 

When we consider the cost of $3,000 per acre for clearing alone 
through the dense forests of southeastern Alaska, and highway con- 
struction costs ranging from $200,000 to $500,000 per mile, it is readily 
ascertained that the land route cannot compare costwise to a marine 
network. 

By direct line from Prince Rupert, British Columbia, to Haines, 
Alaska, the distance is 413 miles. Assuming that a land highway 
would have to be twice that distance in order to traverse around the 
many fiords and bays of this coastline, the cost at an average of 
$350,000 per mile for a land road connecting these two points would be 
in the neighborhood of $290 million. Compared to the cost of a 
ferry system at roughly 5 percent of the above, it is obvious that. the 
marine route must be the answer. The land route, because of the 
heavy snowfall, would be usable only 9 months of the year compared 
tothe year ‘-around service provided by the marine highway. 

The peluits growth of Alaska depends upon the successful develop- 
ment of her resources. These natural resources cannot and will not 
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become an asset to the United States until adequate transportation 
facilities are provided. The situation is comparable to the old fable 
where, for lack of a horeshoe nail, a kingdom was lost. The people of 
Alaska are ready and able to build the kingdom if someone will help 
them find the horseshoe nail. 

In closing I urge that this committee give favorable support to the 
legislation being ‘considered. Alaska will return to the ec onomy of 
the U nited States many times over any investments made tow ard her 
development. You are all familiar with the many millions of dol- 
lars which have come out of this State from forest products, fisheries, 
fur, and minerals. This is but an indication of what Alaska can pro- 
duce if given the opportunity. We Alaskans are proud people and 
want nothing more than to be self-supporting. This marine highway 
will aid Alaska to attain her position among the union of St: ites as a 
contributing member, providing this new State with one of the tools 
so necessary to her eventual economic stability. 

Senator Bartrierr. Thank you, Commissioner Downing. 

Mr. Bourbon ? 

Mr. Bourson. No questions. 

Senator Bartrierr. This whole idea which we discover in S. 1956 
does no violence at all, does it, Commissioner Downing, to the U.S. 
Constitution or to the genera] pattern of Federal-State relationships? 

Mr. Downing. I don’t think so. 

Senator Bartrterr. You are right. 

Well, where in southeastern Alaska—you are an engineer and I 
shouldn’t even question you on this, I guess, but I am going to any- 
way—where in southeastern Alaska can you build a highway for as 
little as $200,000 a mile? 

Mr. Downtne. Oh, I would say when you get into some of the broad 

valleys, maybe, that run perpendic ular to the coastline, after you get 
back 30 or 40 miles off the coastline, when you get into the wider val- 
leys, you may do it for $250,000 a mile. That would be a conserva- 
tive answer, though. 

Senator Barrierr. I drove down into southern Maryland last sum- 
mer, perfectly flat country, ideal roadbuilding conditions, and a high- 
way hhad been relocated there and asphalted, a two-lane highway, and 
the cost, according to the sign which was posted, was $176, 400 a mile. 
Alaska costs, on account of the terrain, especially in southeastern 
Alaska, are likely to be substantially more even for a pioneer type 
of road; are they not? 

Mr. Downtne. That is just what I was going to point out, Mr. 
Chairman, that the type of road that you would build for less than 
$300,000 a mile would be a single-lane road with turnouts about every 
quarter of a mile or thousand feet. It wouldn’t be comparable to any 
blacktop. 

Senator Bartierr. Actually, there would be sections of any such 
highway that would cost far more than half a million dollars a mile? 

Mr. Downtno. Definitely. 

Senator Bartrietr. Going up goodness knows how much, because 
no one has ever had the courage to dream of spending that money. 

Mr. Downine. Right. 

Senator Bartierr. Isn’t it true, Commissioner Downing, that the 
Senate Committee on Public Works at. the last session of Congress, 
mindful of the fact that Alaska is not included within the interstate 
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highway system which applies to every other State of this Union and 
I believe the Commonwealth of Puerto Rico as well, directed the 
Bureau of Public Roads to make a study and to report back at this 
present session of the Congress as to wh: it, if anything, should be done 
to include Alaska within that system ? 

Mr. Downinea. That is true. 

Senator Barrierr. And is it not also true that the report was made 
and the Department of Commerce said nothing should be done in 
Alaska ? 

Mr. Downrna. That is true, too. 

Senator Barrierr. And on the reverse side of the coin wouldn’t you 
say that is somewhat of a precedent? 

Mr. Downtne. I would say it was not only mildly putting it but a 
shocking precedent to us. 

Senator Bartierr. And isn’t it true that the report in part said that 
the Department could not see the need at this ime for four-lane high- 
ways in he Alaskan sitaution; that the state of the economy hadn’t 
developed to that point 4 ? Isn’t that right? 

Mr. Downtna. That is true. 

Senator Barrierr. But is it not also true that these interstate high- 

ways may be built by a system of stage construction and there is no 
positive, ‘absolute requirement that you build a four-lane highway to 
begin with ? 

Mr. Downtnc. The interstate routes can be built on stage construc- 
tion and developed and expanded as required to keep up with the 
vehicle use of the road. 

Senator Bartterrt. Is it also true that the interstate highways are 
built with 90 percent in Federal funds and 10 percent in local funds? 

Mr. Downtna. I believe that is the right precentage. 

Senator Bartierr. And it is also true that Alaska doesn’t have such 
an advantageous arrangement; is it not ? 

Mr. Down1nG. Our percentage is about 15 percent to 85 percent. 

Senator Barriterr. Would you please repeat that ? 

Mr. DowntnG. Our ratio is 15 to 85 rather than 10 to 90. 

Senator Barrierr. And in this whole highway pattern we are talk- 
ing about scores of millions of dollars every year and in an effort here, 
a very modest effort, to shift the existing pattern so that we can have 
a ferry system instead of a highway system to southeastern Alaska, 
We are talking of less than $5 million ? 

Mr. Downing, have you been in Alaska long? 

Mr. Downina. Forty-four years. 

Senator Barrierr. Where were you born ? 

Mr. Downtne. Cordova, Alaska. 

Senator Barrierr. And it is also true that in Alaska we have only 
on the order of 4,000 miles of highway at this time? 

Mr. Downtne. In our existing approved highway system we have 
roughly 5,000, of which close to 800 miles is unconstructed, so you 
are essentially right. 

Senator Barrierr. Do you believe from the studies you have made 


since you took office, Commissioner Downing, that this ferry system, 
if inaugurated, would pay out ? 
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Mr. Downrna. I don’t think there is any question that within a 
matter of 4 years the ferry system would become a profitable opera- 
tion. 

Senator Barrierr. Governor Eagan of Alaska has informed me 
that he believes the next 10 years in the history of statehood will be 
the most trying, troublesome, and demanding so far as finances are 
concerned, and after that the clouds may begin to disappear. 

Would you agree with that estimate as made by Governor Eagan ? 

Mr. Downtne. Yes, I share his optimism. 

Senator Barrierr. Would you say that if the State of Alaska at 
this time were financially able to do so it would, without question, 
inaugurate a ferry system itself without seeking legislative relief 
from the Congress ? 

Mr. Downine. We would, definitely. 

Senator Barrierr. But even so, is it your considered opinion that 
a& meritorious case can be made for a construction subsidy in this 
particular operation ? 

Mr. Downina. I believe so. 

Senator Barrierr. Thank you, Mr. Downing. That is all. 

Mr. Down1ne. I would like to expand on Mr. Sharp’s statement a 
while back that the Federal Government had never participated in 
the ferry operation of Alaska; they have. Under the old Depart- 
ment of the Interior they operated ferries at Big Delta; later on after 
the authority was transferred to the Department of Commerce, the 
Bureau of Public Roads, they operated another ferry out of Nome. 
As far as I know those are the only two ferry systems or ferries as 
such that the Federal Government has operated in Alaska. 

Senator Barrierr. Yes, and the one across the Tanana River across 
the Big Delta is one of historic memory because you and I recall 
the days of long ago when the Secretary of the Interior who was then 
operating the ‘Alaska Railroad thought the truckers were hauling 
freight too cheaply over the Richardson Highway in competition 
with the Government-owned Alaska Railroad, so he established a 
tariff, a toll, on freight and collected it at that particular ferry. 

Mr. Downtne. That is true. 

Senator Barrierr. To the consternation and indignation of 
Alaskans. 

Thank you, Mr. Downing. 

Mr. Metz, could I ask you just one question ? 

Mr. Merz. Yes, sir. 

Senator Barrierr. Would you come forward, please ? 

Just to straighten me out on the operation to Hawaii, a Matson 
freighter plying only between San Francisco and Honolulu receives 
no subsidy of any kind; is that right ? 

Mr. Merz. That is correct. 

Senator Barrierr. Or any other ship of any other line in that par- 
ticular trade ? 

Mr. Merz. That is correct. 

Senator Barrierr. Now, if an American-flag freighter stops at 
Honolulu, discharges and/or picks up cargo as part of an operation 
which subsequently finds the ship in foreign trade, does the company 
receive any subsidy for the Honolulu portion of that trip? 

Do I make myself clear ? 
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Mr. Mrrz. Yes, I think your question is does it receive any subsidy 
at allon that voyage. Is that a fair restatement ? 

Senator Barrierr. Yes, or is a subtraction made from the subsidy 
object of the freight that is carried only from San Francisco to 
Honolulu? 

Mr. Merz. That is right, and that is based, the reduction is based 
in accordance with the provision of 605. 

Senator Barrierr. So, the Hawaii operation is entirely unsub- 
sidized for an American-flag carrier engaged in foreign trade and 
calling at Hawaii only incidentally ? 

Mr. Merz. That is correct. 

Senator Barrierr. Thank you, sir. 

Mr. Merz. May I make one clarification of a point that Mr, Toner 
raised with respect to the Cohoe? 

Senator Barrierr. Yes, we would like to hear that. 

Mr. Merz. No construction subsidy was paid in connection with 
that construction; we did grant title 11 mortgage insurance. That is 
where the Government insures a private. lender for adv ancing the 
money needed for the construction. That is the only type of aid that 
Mr. Ackerson received with respect to the Cohoe. 

Senator Barrierr. Thank you for clarifying the record. 

Mr. Metz. I might just add this; it maybe “shouldn’t be on the 
record. 

Senator Bartrierr. Off the record. 

(Discussion off the record. ) 

Senator Barrierr. On the record. 

Thank you, Mr. Metz. 

I have here a wire from Juneau, Alaska, opposing the bill, which 
in all fairness—and it 1s somewhat difficult to do so—I am going to 
offer for the record. It is from Curtis Bach, divisional secret: Urry; 
Inland Boatmen’s Union of the Pacific, Box 1293, Douglas. He's 
“agin” it. 

(The telegram follows :) 





[Telegram] 
JUNEAU, ALASKA, March 1, 1960. 
Senator FE. L. BARTLETT, 
U.S. Senate, Washington, D.C.: 

Inland Boatmen’s Union of the Pacific, Alaska division, objects to H.R. 7102 
and S. 1956 to amend the Merchant Marine Act of 1986. Federal subsidy for 
large ship construction will prove uneconomical on the southeast Alaska and 
British Columbia ferry service. We support use and construction of ships in 
the 500 to 750 gross ton class. Also support H.R. 9158 and S. 2661 for terminal 
construction. 


CurTIs BACH, 
Division Secretary, Douglas, Alaska. 
Senator Bartierr. We haven't had a hearing here this morning so 
we can’t recess the committee, but we will just stop talking. 
Thank you, gentlemen, all of you, for having appeared here. 
(Thereupon, at 11:55 a.m., the committee was adjourned.) 
(Subsequently, the following statements were submitted :) 
WRANGELL, ALASKA, March 2, 1960. 
INTERSTATE AND FOREIGN COMMERCE Com MITTEE, 
U.S. Senate, Washington, D.C.: 
We urge passage of S. 1956 to amend Merchant Marine Act of 1936. 
WRANGELL CHAMBER OF COMMERCE. 
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HAINES CHAMBER OF COMMERCE, 
Haines, Alaska, March 2, 1960. 
INTERSTATE AND FOREIGN COMMERCE COMMITTEE, 
U.S. Senate, Washington, D.C. 

GENTLEMEN: Alaska is striving hard to establish a ferry system between the 
continental limits of the United States and Alaska. The Chamber of Commerce 
of Haines is aware of the fact that Federal legislation is necessary to permit the 
establishment of a ferry system. 

The proposed ferry system, if established, will not only speed the development 
of your 49th State, but also it is believed it will be immediately revenue pro- 
ducing. It can be extremely important to our Nation in case of emergencies and 
for defense reasons. 

We would like to urge that the committee recommended passage of Senate 
bill 1956, companion to H.R. 7102. 

Yours sincerely, 
CHARLES R. BURNETT, Secretary. 
(The comments from the Government agencies follow :) 


THE SECRETARY OF COMMERCE, 
Washington, September 29, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

DEAR Mr. CHAIRMAN: This letter is in reply to your request of May 18, 1959, for 
the views of this Department with respect to S. 1956, a bill to amend the Mer- 
chant Marine Act, 1936, for the purpose of providing with respect to the require- 
ments for the operation of subsidy constructed vessels that certain vessels shall 
be considered as operating in foreign trade. 

The Department does not recommend enactment of S. 1956. 

Section 506 of the Merchant Marine Act, 1936, as amended (46 U.S.C. 1156), 
now requires generally that vessels for which a construction-differential subsidy 
has been paid be operated exclusively in the foreign trade of the United States. 
On such voyages certain specified limited intercoastal or offshore domestic trade 
may be engaged in; permission may also be granted for transfer of a vessel to 
operation in domestic commerce for temporary periods. However, in all cases 
where any domestic trade is allowed a proportionate amount of construction- 
differential subsidy must be repaid to the United States. 

S. 1956 would amend section 506 by inserting at the end thereof the following: 
“For the purposes of this section if the majority of the miles logged by any 
vessel during a calendar year are logged in round voyages from Alaska to British 
Columbia, Canada, such vessel shall be deemed to have been operated exclusively 
in foreign trade during such year.” 

Under this bill, if a vessel built with construction-differential subsidy logs 
a majority of its miles during a calendar year between Alaska and British 
Columbia, it would be free during the rest of the year to engage in domestic 
trade of any type without repayment of any construction-differential subsidy. 
Furthermore, since section 905(a) of the Merchant Marine Act, 1936, defines 
“foreign trade” for the purposes of the act as meaning “trade between the 
United States, its Territories or possessions, or the District of Columbia, and a 
foreign country,” the bill would also enable such a vessel to log up to half its 
mileage in trade between foreign countries. 

Present law provides that, except upon repayment of subsidy in certain 
specifically authorized cases, a vessel built with construction-differential subsidy 
may engage only in foreign commerce of the United States. With this limited 
exception U.S. domestic trade is reserved exclusively for vessels built without 
the aid of subsidy. However, under S. 1956 domestic operators who have not 
received subsidy and who have paid full prices for their ships would be faced 
with competition from ships which have been built with the aid of construction- 
differential subsidy and for which their owners have paid substantially less than 
the full shipyard price. Section 506 is specifically designed to prevent this type 
of unfair competition. 

The bill would constitute a major departure from the basic principles under- 
lving the award of construction-differential subsidy under the Merchant Marine 
Act, 1936. This Department is not aware of any special circumstances which 
would justify such a departure. 
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The Department therefore recommends against the enactment of S. 1956. 
The Bureau of the Budget has advised that there would be no objection to 
the submission of this letter to the committee. 
Sincerely yours, 
FREDERICK H. MUELLER, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, June 12, 1959. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 

DEAR Mr. CHAIRMAN: Further reference is made to your letter of May 18, 
1959, acknowledged on May 19, requesting the comments of the General Account- 
ing Office concerning S. 1956, 86th Congress, 1st session, entitled “A bill to amend 
the Merchant Marine Act, 1936, for the purpose of providing with respect to the 
requirements for the operation of subsidy constructed vessels that certain 
vessels Shall be considered as operating in foreign trade.” 

We have no special information or knowledge as to the need for or desir- 
ability of the proposed legislation and, therefore, we make no recommendation 
with respect to its enactment. 

Sincerely yours, 


LioypD CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF STATE, 
Washington, D.C., September 4, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 

US. Senate. 

DEAR Mr. MAGNUSON: I refer again to your letter of May 18, 1959, inviting the 
comments of the Department of State on S. 1956, a bill to amend the Merchant 
Marine Act, 1986, for the purpose of providing with respect to the requirements 
for the operation of subsidy constructed vessels that certain vessels shall be con- 
sidered as operating in foreign trade. Interim acknowledgment of your letter 
was made on May 20, 1959. 

The proposed legislation would apply to any vessel built with the aid of a con- 
struction-differential subsidy which, in a given calendar year, logs the greater 
part of its mileage in round voyages between Alaska and British Columbia. This 
bill would exempt such a vessel from the requirement that it be operated solely 
in foreign trade unless approval is obtained from the Maritime Administration for 
temporary operation in domestic trade. 

The Department of State therefore perceives no substantial foreign policy im- 
plications in this bill, and accordingly makes no comment. The Department as- 
sumes the Department of Commerce will make substantive comments on the 
desirability of the enactment of this bill. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 
WILLIAM B. MACOMBER, Jr., 
Assistant Secretary 
(For the Acting Secretary of State). 


THE GENERAL COUNSEL OF THE TREASURY. 


Washington, June 4, 1959. 
Hon. WARREN G. MAGNUSON, 


Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHatRMAN: Reference is made to your request for the views of 
this Department on S. 1956, to amend the Merchant Marine Act, 1936, for the 
purpose of providing with respect to the requirements for the operation of subsidy 


constructed vessels that certain vessels shall be considered as operating in foreign 
trade. 
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Section 506 of the Merchant Marine Act, 1936 (46 U.S.C. 1156), provides, among 
other things, that every owner of a vessel for which a construction-differential 
subsidy has been paid shall agree that the vessel shall be operated exclusively 
in foreign trade. SS. 1956 would provide that for the purposes of that section a 
vessel shall be deemed to have been operated exclusively in foreign trade if the 
majority of the miles logged by the vessel during a calendar year are logged 
in round voyages from Alaska to British Columbia, Canada. 

The proposed legislation is not of primary interest to this Department, and 
the Department has no comment to make with respect to its general merits. 

Very truly yours, 
NELSON P. Rose, General Counsel. 


~~ 


~~ 
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MONDAY, FEBRUARY 15, 1960 
U.S. SENATE, 

CoMMITTEE ON INTERSTATE AND FOREIGN ComMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

54 a.m., in room 5110, 

. Magnuson (chairman 


The subcommittee was called to order at 11 
New Senate Office Building, Hon. Warren G 
of the committee) presiding. 

The CHarrman. We have before us at this time S. 2618, a bill intro- 
duced by Mr. Engle of California, referred to this subcommittee, 
which authorizes the exchange of certain war-built vessels for more 
modern and efficient war-built vessels owned by the United States. 

(S. 2618 follows :) 

[S. 2618, 86th Cong., 1st sess. ] 
A BILL To authorize the exchange of certain war-built vessels for more modern and 
efficient war-built vessels owned by the United States 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 510 of the Merchant 
Marine Act, 1936, is amended by adding a new subsection as follows: 

“(i) In order to improve the type and suitability of vessels operating in the 
domestic and foreign commerce of the United States, and to further the policies 
of this Act, the Secretary of Commerce is authorized (subject to the provisions 
of this subsection) to acquire war-built vessels (as defined in section 3(b) of the 
Merchant Ship Sales Act of 1946) in exchange for more modern or efficient war- 
built vessels owned by the United States. 
the following conditions: 

“(1) The traded-in vessel shall have been owned and operated without sub- 
sidy under title VI of this Act by a citizen or citizens of the United States, and 
documented under the laws of the United States, for 
prior to the date of the exchange. 

*(2) The fair and reasonable value of the traded-in and traded-out vessels 


shall be determined, as of the date of the exchange, pursuant to subsection (d) 
of this section. 


Such exchanges shall be subject to 


at least three years 


“(3) In determining said fair and reasonable value the Secretary shall 
consider the cost of placing the vessels in class with respect to hull and 
machinery, and, with respect to any traded-out vessels of the military type, 
the cost of reconverting and restoring such vessels for normal operation in 
commercial service. 

“(4) The value of the traded-out vessel which is in excess of the value of the 
traded-in vessel shall be paid in cash at the time of the exchange. 

“(5) A contract shall be entered into under this subsection by any person 
acquiring a traded-out vessel, which shall provide (A) that in the event the 
United States shall, through purchase or requisition, reacquire ownership of 
said vessel, the owner shall be paid therefor the value thereof, but in no event 
shall such payment exceed the fair and reasonable exchange value determined 
under this subsection (together with the actual cost of capital improvements 
thereon) depreciated to the date of such purchase or acquisition, or the fair 
and reasonable scrap value of such vessel, as determined by the Secretary 
of Commerce, whichever is the greater; (B) that such determination shall be 
final; (C) that in computing the depreciated exchange value of such vessel, the 
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depreciation shall be computed on the vessel on the schedule adopted or 
accepted by the Secretary of the Treasury for Federal income tax purposes as 
applicable to such vessel: (D) that such vessel shall remain documented under 
the laws of the United States for a period of at least five years after the date 
of the exchange, or twenty years from the date of its construction, whichever 
is the later date; and (E) that the foregoing conditions respecting requisition 
or acquisition of ownership by the United States and documentation shall run 
with the title to such vessel and be binding on all owners thereof. Any other 
conditions respecting purchase or requisition by the United States heretofor 
applicable by statute to any traded-out vessel are hereby made inapplicable 
to such vessel. 

“(6) Subsection (e) of this section shall not apply to the exchange of vessels 
under this subsection. 

“(7) Any repairs or reconversion necessary at the time of the exchange to 
place the traded-out vessel in class and prepare it for commercial operation shall 
be performed in a shipyard within the continental United States.” 

The CuatrmMan. We have Senator Gruening, who has proposed 
certain amendments to this act. We will be ol; id to hear from you 
at this time. 


STATEMENT OF HON. ERNEST GRUENING, A U.S. SENATOR FROM 
THE STATE OF ALASKA 


Senator GRUENING. I greatly appreciate the opportunity to appear 
here today, to acquaint this committee with the importance of the 
amendment to S. 2618, which Senator Bartlett and I have offered. 
The amendment has two major objectives. 

The first is to establish a rule to govern the valuation of the new 
vessels to be obtained by the carriers from the public under pro- 
visions of the bill in ratemaking proceedings under jurisdiction of 
the Federal Maritime Board. 

The second is to provide the offshore, noncontiguous domestic 
trades—that is, the Alaskan, Hawaiian, and Puerto Rico trades— 
which do not enjoy the benefits of the subsidy provisions of the 
shipping acts, with a limited number of vessels out of the laidup 
fleet owned by the United States, at low cost under conditions which 
will insure the use of the vessels so acquired in a manner which will 
promote the public interest. 

The proposal for establishing by statute a certain rule to govern 
the valuation of ships obtained under this bill when such v: aluations 
are considered by the Federal Maritime Board for ratemaking pur- 
poses, has its origin in the pernicious policy consistently followed by 
some of the carriers of valuing their fleets for ratemaking purposes 
on a totally fictional repr oduction cost basis. 

U nfortun: itely, the Federal Maritime Board has permitted the 
carriers to rely on these wholly artificial and fictional figures in justi- 
fying rate increases, and has to a substantial extent recognized such 
figures. 

T believe that this is a bad practice even when we are dealing with 
vessels privately purchased. I find it wholly obnoxious, however, 
when the vessels are to be purchased from the public, and the carrier 
is left free to turn around and charge the public rates based upon a 
valuation which may be five or six or more times the carrier’s in- 
vestment in them. 

This evil on the part of certain carriers may be illustrated by 
reference to the policies followed by the Alaska Steamship Co. which 
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has just put into effect a 10-percent increase in tariffs in the Alaska 
trade, over the vigorous protest of the State and the members of the 
Alaska delegation. 

The figures submitted by the company speak for themselves. ‘The 
company’s own figures show that its investment, both debt and equity, 
in company-owned vessels is only slightly over $3 million—$3,400,200. 
Yet for ratemaking purposes the company has submitted a valuation 
covering its owned vessels and those chartered from the Government 
of approximately $18 million—$17,901,000—on a depreciated repro- 
duction cost basis. This figure represents 600 percent of the com- 
pany’s actual investment. 

Even if only half of the reproduction cost basis is recognized by 
the Federal Maritime Board, as was done in the Alaska rate case, the 
result would be a rate base of $11 million—$11,231,100—again as 
indicated by the company’s own figures, or an inflation of the rate 
base over the company’s actual investment of over 400 perce - 

Now, of course, this leads to perfectly absurd results. I do not 
know whether you gentlemen are aware of the fact, but it is a fact, 
that in the Alaska trade Alaska Steamship Co. has historically not 
procured the construction of new vessels. The vessels have been either 
acquired from the Federal Government by purchase or charter or as 
secondhand vessels from other carriers. To allow a tariff based on 
a reproduction cost which simply never occurs is a hoax on the rate- 
paying public. 

The results of the carrier’s ratemaking policies that [ have referred 
to have naturally enough been a steady spiral in tariffs. Within the 
last 2 years Alaska Steam had increased rates to the public by 2614 
percent. Since 1947 increases in rates to the public have amounted 
to slightly more than 56 percent. Nothing in the rise of costs and in 
the general price level justifies such an astronomical increase. 

With respect to the fictional nature of the reproduction cost ap- 
proach, it is interesting to note that the Federal Maritime Board, 
in docket No. 828, decided October 9, 1958, general increases in Alaskan 
rates and charges, recognized that the reproduction cost element was 
“hypothetical” and stated that— 





the record shows that these vessels 
referring to vessels of the Alaska Steamship Co. 


will probably not be reproduced and that Alaska Steam has historically never 
operated with newly constructed tonnage. 

The Federal Maritime Board is not bound by statute or by any 
established rule of law or practice to recognize for ratemaking pur- 
poses the fictional reproduction cost referred to, but the Board has 
tended to go along with the carriers in taking this cost into account 
to the extent of at least 50 percent of the rate base. The effect of 
our amendment. would be to compel the carriers which acquire vessels 
under the bill now under consideration to reform their ratemaking 
policies as to such vessels, and for a period of 10 years from their 
acquisition or 20 years from the construction of the vessel, which- 
ever is later, to valuate them at not more than their depreciated ac- 
quisition cost in any ratemaking proceeding before the Board. 

As to ships which earriers will acquire under this legislation, it is 
clear from the outset that they will obtain them at a cost which is 
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far below the reproduction cost new. They will under this legisla- 
tion get a bargain. They will get a new ship in exchange for an old 
one at what may reasonably be anticipated to be a very good price 
indeed. 

Let me emphasize at this point that I am in accord with the basic 
policy of this legislation. I think it is well to take ships from the 
Jaid-up fleet which in the passage of time will be rendered entirely 
obsalete and put them into service in the public interest. This legisla- 
tion can contribute to the promotion of a sound and strong merchant 
marine and to the provision of water transportation service to the 
public at reasonable rates. At the same time, however, this benefit 
to the carrier calls for a corresponding duty on the part of the 
carrier to be fair to the public. 

Now as tothe second part of ouramendment. This would authorize 
the injection, at a nominal cost, into the Alaskan, Hawaiian, and 
Puerto Rican trades of up to two vessels for each offshore area to 
be obtained from the laid-up fleet. Under provisions of our proposed 
subsection (j)(2) these vessels could be acquired directly by the 
states involved or by carriers certified by the States. 

It is anticipated that vessels acquired directly by the States would 
be chartered to carriers under charter agreements which would insure 
the protection of the public. If the vessels were acquired directly by 
the carriers, the certification of the carriers would depend upon a 
plan of operation considered by the States or the Commonwealth to 
be economically feasible and adequately protective of the public 
interest. 

This portion of our amendment is designed to grapple with a 
problem which is of crucial importance to the offshore areas and 
which is becoming increasingly critical as time goes on. 

As you gentlemen know, although the offshore areas are dependent 
upon ocean transportation as an economic lifeline, their carriers do 
not enjoy the benefits of the subsidies available to carriers operating 
in foreign trade. The citizens of the offshore areas are called upon 
to support alone, through the rates paid for transportation, the policy 
adopted by the Congress of utilization of American bottoms in these 
trades. 

As [I have indicated, I agree with the basic policy behind our 
shipping acts which seeks to maintain a strong merchant marine 
for national defense and other purposes. But to compel the offshore 
areas, however, to pay the full cost of the utilization of American 
bottoms is in effect to impose a tax upon the citizens of these areas 
for the benefit of the general public of the United States. 

The maintenance of an adequate merchant marine for national 
defense purposes is everyone’s problem and the citizens of Alaska, 
Hawaii, and Puerto Rico should not be called upon to subsidize it 
in the prices they pay for ocean shipping. For this reason I think 
it is appropriate and desirable to make ships available to these trades, 
as provided in our amendment at a cost approximating the total 
of the breakout, layup, and repair costs, under conditions which will 
insure that such ships will not be exploited solely for the private ad- 
vantage of the carriers but that the public interest in reasonable 
shipping charges will be adequately protected. 
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As you gentlemen know, the State of Alaska utterly depends upon 
water transportation for its economic existence. There is realistically 
no alternative form of transportation of supplies to our State. 

Throughout its history Alaska has been forced to bear the brunt of 
cruelly high transportation rates which have automatically resulted 
in a pathologically high cost of living. Throughout its history 
Alaska has fought, with such inadequate weapons as it had as a 
territory to reverse this never-ending course of high water transpor- 
tation rates resulting in an ever higher cost of living. Now that 
Alaska is a State it intends to take every available opportunity to 
put an end to this. 

We see this bill as an opportunity to make a start in the right 
direction. 

Gentlemen, the great untapped resources of Alaska are needed by 
this country as never before. We need the great mineral wealth of 
the 49th State to bolster our defense against foreign enemies. We 
need it to strengthen the economy of the rest of the United States. 

These great resources can never make their full contribution to the 
wealth of the United States until adequate transportation at reason- 
able cost is available. Effective water transportation is one of the 
keys to the great storehouse of mineral wealth that is Alaska’s. 

Mr. Chairman, and members of the committee, it seems to me that 
ours is an eminently reasonable proposal. The provision relating to 

valuation procedures for ratemaking purposes is a simple measure 
of self-defense which should be t aken. by the public when public prop- 
erty is being disposed of. The provision relating to the injection of 
additional ships from the laid-up fleet into the “Alask: an, Hawaiian, 
and Puerto Rican trades is one which will alleviate a transportation 
rate situation which has major implications for the economics of these 
areas which will have to be recognized as time goes on. 

According to a recent sté itement of the distinguished chairman of 
this committee, there are now several hundred ‘ships in the laid-up 
fleet of the Maritime Administration, many of which will be scrapped 
altogether, and many others of whic h may be sold to foreign countries 
to operate in competition with American carriers. 

It seems to me that some of these ships ought to be made available 
to my State, and to Hawaii and the Commonwealth of Puerto Rico, 
which are in somewhat the same situation as Alaska with respect to 
dependence on water transportation. Certainly, States of the United 
States should be entitled to a chance at utilizing these ships, otherwise 
idle, if a similar opportunity is given to foreign countries. 

I assure you the State of Al: iska would put ‘these ships to good use. 

We have a need for them. I hope I have clarified the reasons for 
our need, and that you will give sympathetic consideration to our 
proposals. 

The Cuatrman. Thank you, Senator Gruening. 

Mr. Morse, would you like to testify now on this bill ? 

Mr. Morse. I have a short statement, but I can come back tomorrow. 

The Cuatrman. No, I would rather go on with this, following 
Senator Gruening’s testimony. I think it keeps it in better cohesion 
for the record. 


The Chairman of the Federal Maritime Board is now testifying 
on S. 2618. 











38 AMENDMENTS TO THE MERCHANT MARINE ACTS 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
DEPARTMENT OF COMMERCE AND THE MARITIME ADMINISTRA- 
TION, ACCOMPANIED BY WILLIAM BURCHILL 


Mr. Morse. Gentlemen; S. 2618 would amend section 510 of the 
Merchant Marine Act, 1936, as amended, to authorize the Secretary 
of Commerce to acquire war-built vessels—as defined in section 3(b) 
of the Merchant Ship Sales Act of 1946—which have been for at least 
3 years owned and operated by citizens of the United States without 
operating-differential subsidy and under American-flag documenta- 
tion, in exchange for more suitable and serviceable war-built vessels 
owned by the Government. 

The bill provides that the fair and reasonable value of the vessels 
traded in to and traded out by the Government shall be determined as 
of the date of exchange, giving consideration to: (1) the scrap value 
of the vessels in American and foreign markets: (2) their depreciated 
value based on a 20-year life; (3) the market value of the vessels for 
operation in the world trade or in the foreign or domestic commerce 
of the United States: (4) the cost of placing the vessels in class with 
respect to hull and machinery: and (5) the cost of reconverting and 
restoring any traded-out vessels of a military type for normal opera- 
tion in commercial service. Any excess in the value of the traded-out 
vessel over the value of the traded-in vessel would be paid in cash at 
— time of the exchange. 

S. 2618 further provides that if a traded-out vessel is later purchased 

or ‘requisitioned by the United States, the owner shall be paid no more 
than its depreciated or scrap value, whichever is greater. In addition, 
the traded-out. vessel would be required to remain documented under 
American flag for at least 5 years after the date of the exchange, or 
20 years from the date of its construction, whichever is later, and any 
repairs or reconversion necessary at the time of the exchange to place 
it in class and prepare it for commercial operation would have to 
be performed in a shipyard within the continental United States. 

The bill would enable unsubsidized American steamship companies 
operating in U.S. domestic and foreign commerce to exchange vessels— 
war-built vessels—which have the received long usage and no longer 
as well suited for the services involved, for other vessels of better 
condition in the U.S. reserve fleet or which will be turned in to the 
reserve fleet under the building programs of the subsidized lines. The 
greater utility value and lower operating costs of the traded-out ves- 
sels would aid these unsidized companies in meeting their competi- 
tion and continuing their American-flag operations. From a financial 
viewpoint, it appears present conditions in the shipping industry dis- 
courage investment in new ship construction by American-flag steam- 
ship companies not receiving operating- differential subsidy. The 
proposed | legisl: ation would help to upgrade this unsubsidized seement 
of the U.S. merchant fleet, and would make available ships of a higher 
defense potential in active operation in the event of a national 
emergency. 

Exchanges pursuant to S. 2618 should result in appreciable cash 
payments tothe Government. Moreover, to fully protect the interests 
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of the United States, the Department of Commerce recommends the 
following amendments to the bill: 

(a) Strike all after the word “machinery” in paragraph (3), page 
2, cd 14, of the bill, except the period in line 17. 

(b) Add “No payments shall be made by the United States to 
the owner of a traded-in vessel in connection with any exchange under 
this subsection.” to ps iragraph (4), page 2, of the bill. 

(c) Add the words “or otherwise” after the words “purchase or 
requisition” on line 2 of page 3 in paragraph (5) of the bill. 

(qd) Add anew paragraph (8) at the end of the bill to read: 

(8) The owner of the traded-in vessel, at his own expense and in a manner 
satisfactory to the Secretary of Commerce, shall (1) effect deactivation and 
preparation of the traded-in vessel and its equipment for storage or layup; 
(2) make delivery of such vessel and its equipment at a location designated by 
the Secretary of Commerce; and (3) execute a bond, with one or more approved 
sureties, conditioned upon indemnifying the United States from all loss resulting 
from any lien against such vessel existing at the time of the exchange. 

(e) Page 1, line 9, after the word “acquire” insert the words “at 
any time within five years from the date of enactment of this Act”. 

If amended as herein proposed, the Department recommends favor- 
able consideration of the bill. 

We have been advised by the Bureau of the Budget that there would 
be no objection to the submission of this statement to your committee. 

The CuarrmMan. Mr. Morse, the substance of your suggested amend- 
ments, as I get them, starting with the new paragraph, that the Sec- 
retary of Commerce would determine whether or not the deactiva- 
tion and the preparation of the traded-in vessel and its equipment 
was satisfactory. Would that be a correct statement ? 

Mr. Morse. Those deactivation activities would have to be done 
to the satisfaction of the Secretary of Commerce. 

The CuatrmMan. To his satisfaction before they actually accepted 
the trade-in ? 

Mr. Morse. Correct. 

The CHarrmMan. And second, it would have to be delivered at a 
point designated by the Secretary ? 

Mr. Morse. At one of our reserve fleets. 

The CHarrmMan. Probably in some reserve fleet layup area? 

Mr. Morse. Yes, sir. 

The Cuairman. Of which there are three on the west coast? Any- 
way, these areas are scattered throughout the gulf and east coast? 

Mr. Morse. Right. 

The Cuarrman. And third, he would have to execute a bond against 
any liens which might exist at the trade-in 4 

Mr. Morse. That is correct. Of course, you appreciate the de- 
activation expense. 

The CHatrRMan. Yes. 

Mr. Morse. In the absence of an election to scrap the vessel which 
we took in. 

The Cuatrman. The rest are primarily technical amendments, are 
they not? 

Mr. Morsr. Not entirely. I have with me Mr. William Burchill. 
I think he could explain what those other amendments are. 

The CuarrmMan. Let’s take the word “machinery.” You want the 
word “machinery” included. Isn’t that the answer to it 4 
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Mr. Burcuiiyi. The purpose of the first amendment is to prevent 
us from taking into consideration the cost of converting military type 
ships to freighter service. 

Mr. Morse. In other words, Mr. Chairman, if these people wanted 
to get a ship out of the reserve fleet, they are practically required to 
select nonmilitary type ships. We don’t want to convert back into 
a commercial type operation a vessel which has once been converted 
into a military type operation. 

The Cuatrman. If that were true, they could have to pay that cost, 
if you decided to let it go to the military. But you don’t want to be 
burdened with that changeover cost. 

Mr. Morse. That is correct. 

The Cuarrman. Then, (b) : 

No payment should be made by the United States to the owner of a trade-in 
vessel in connection with any exchange under this subsection. 

By that you mean if there is a pure barter exchange there will be no 
cost to the Government ? 

Mr. Morse. There may be payments to the Government but we will 
not make any cash payments out. 

The Cuatrman. They can pay to the Government. It is like a used 
car; they will pay the difference. 

Mr. Morse. That’s correct. If they want to trade in a vessel having 
a greater value than the vessel we trade out, they are free to do so, 
but we won’t pay them any dollars. 

The CHammaNn. The Government won’t pay them anything? 

Mr. Morse. Correct. 

The Cuatrman. And (d) ? 

Mr. Burcuitn. The purpose of that amendment is to see that if the 
vessel is acquired by the United States under section 510 as a trade-in 
that they will not be given a credit in excess of the depreciated ex- 
change value under this bill. 

The CuHarrMan. The other suggested amendment : 


Acquire at any time within five years from the date of enactment of this Act. 


Would that limit the act to 5 years? 

Mr. Burcu. Yes, sir. 

The CnatrMan. Senator Gruening, or Senator Bartlett, do you have 
any questions to ask the Chairman of the Board ? 

Senator Bartierr. I appreciate the opportunity. I would like to 
ask the Chairman if he has any views to express on the amendments 
proposed by Senator Gruening and me? 

Mr. Morse. I do have, but I want you to understand that my 
comments are purely personal at this moment, my personal view, 
because we haven’t had an opportunity yet to check out with the 
Department the report which will be made on the proposed changes 
which you gentlemen have made. 

First, I think it is undesirable for the Government to give away 
or sell property at less than value and have it competing with com- 
mercial operators who have bought ships at the going market values. 
What I am trying to say is that I think it is not proper for the 
Government to sell to the State of Alaska, or Puerto Rico, or the 
State of Hawaii, ships that we are talking about here for $1, or for 
zero, or for any figure less than the values proposed in the legisla- 
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tion, and permit those ships to be competing against ships owned 
rivately. 

Senator Barrierr. May I ask you why you entertain that opinion ? 

Mr. Morse. Because I don’t think the Government should be in 
business in competition with private industry. 

Senator Barrierr. Do you think the interest of one, or a small 
group of carriers operating to Alaska, Hawaii, or Puerto Rico, ought 
to be paramount over the interests of the public in those areas ¢ 

Mr. Morse. I wouldn’t put it that way. My philosophy, again I 
repeat, is that the Government should not be competing with private 
industry. I think the three areas—the two States and the Common- 
wealth of Puerto Rico—do require assistance. I think they are at a 
serious disadvantage in their ocean freight rates, particularly in 
products that compete with the United States from other foreign 
produc ing areas. 

Senator Bartrterr. What kind of assistance do you believe ought 
to be given? 

Mr. Morse. The cost of the ships is only a minor part of the trans- 
portation cost, in my opinion. ‘The major cost is the seafaring wages. 
If you are going to take Hawaiian pineapple, for example, and 
Hawaiian sugar, ‘and it is going to compete on a parity in the U.S. 
market with Philippine pineapple and Philippine sugar, the cost of 
bringing the pineapple and sugar will have to be reduced nearly 50 
percent. In other words, the cost of bringing sugar and pineapple 
in from the Philippines is substantially less, to the United States, 
than it is bringing it in from the Hawaiian Islands to the United 
States. 

Senator Barrierr. You inform the committee, then, that the price 
of the vessels is of subordinate importance in ratemaking, and that 
the principal element involved here is the wages paid to the seamen ? 

Mr. Morse. I think the major cost in transportation is the wage 
cost. I am not saying that the valuation is not to be considered. 
The Supreme Court has said, and it is a constitutional principle, in 
my opinion, that any regulated industry is entitled to a fair return 
on its investment. 

Senator Barriterr. Would you care to comment, Mr. Morse, upon 
the Statement made by Senator Gruening that Alaska Steamship 
Co., for example, has an invesment in both debt and equity in its 
company-owned vessels of only slightly less than three and a half 
million dollars, but these are valued for ratemaking purposes at 
$17,901,000 ? 

Mr. Morse. No, I don’t care to comment on that. 

Senator Barrierr. Senator Gruening went on to state, as I recall 
it, that there is no requirement in law or regulation that the Federal 
Maritime Board use that higher base, but it does. Would you care 
to tell us what you think about that? 

Mr. Morse. I don’t care to comment on the figures. I don’t know 
what the figure of $3 million is, whether it is depreciated book value 
or what it is. But the decisions of the Supreme Court of the United 
States say that any regulated industry is entitled to make a fair 
return on a fair valuation. 

Senator Barrierr. Is it a fair valuation, theugh, when it is ele- 
, to almost 
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$18 million, a fictitious evaluation? Is that a fair base upon which 
to establish rates, in your opinion ? 

Mr. Morsr. What is the $3 million figure? 

Senator Barrierr. That is the company-owned vessels as to debt 
and equity invested in them. 

Mr. Morse. That is the book value, what you are saying? 

Senator Barrierr. Yes. 

Mr. Morse. Is that the fair market value? If I recall the Supreme 
Court cases, they say any utility is entitled to a fair return on the fair 
market value of its property. 

Senator Bartierr. Mr. Morse, some years ago—— 

Mr. Morse. What I am saying is that the Maritime Board is bound 
by the decisions of the Supreme Court in valuation cases. 

Senator Bartierr. [I understand. Do you concede, or inform us, 
whichever may be the case, that the transportation system, in respect 
to rates-in these oifshore areas, is in a bad way? Are these rates 
becoming quite high ? 

Mr. Morse. Are the rates becoming high? 

Senator Barrierr. Yes. 

Mr. Morsr. I don’t think they are out of line with the rates in the 
domestic coastwise or domestic intercoastal trades. 

Senator Bartierr. So far as the development of the economies of 
Puerto Rico, Hawaii, and Alaska, do you feel that the rates are high? 

Mr. Morse. I think undoubtedly they are high. 

Senator Barrierr. It was stated to the committee by Senator 
Gruening that in the last 2 years Alaska Steamship, for example, - 
made and has proposed rate increases which would amount to 261/ 
percent. Is that not a much more rapid rate of increase than is 
generally experienced inoureconomy? Ithought things were moving 
upward at the rate of about 3 percent a year, not 2614 percent. 

Mr. Morse. It does seem high. 

Senator Barrierr. It would imply, I should think, that it was 
inflation run wild. 

Now, let’s get back to this point, Mr. Morse. Do you agree that 
there is a need for remedial legislation in the Alaska trade? Or— 
I will just leave it there. 

Mr. Morse. Or what? 

Senator Bartierr. Do you believe that legislation will be required 
so far as Alaska maritime trade is concerned ? 

Mr. Morse. I think that legislation—some assistance—whether 
“legislation” is the right word or not I am not sure—some assistance 
will be required if Alaska, Hawaii, and Puerto Rico are to receive 
substantially lower ocean rates, 

Senator Barrierr. Do you believe they should receive those lower 
rates ? 

Mr. Morse. I think a survey should be made to determine whether 
they should or should not receive it. Bearing in mind the fact that 
they are not contiguous, obv iously transportation is a very important 
factor, not only in the cost. of living, but also in their ability to sell 
products to and from the United States. 

Senator Barrierr. Mr. Morse, if the general inflationary process 
moves along at the rate of about 3 percent a year, if the man living 
in Alaska gets his wages increased at the rate of 3 percent a year, 
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and steamship rates go up on the order of 15 percent a year, 
sequel going to be? 


Mr. Morse. It will obviously mean that the cost of living will have 
to go up also if the same thing applies. 

Senator Barrierr. Could the economy of Alaska, Puerto Rico, or 
Hawaii, survive, under such a situation ¢ 

Mr. Morse. Not if rates went up year after year 13 percent; no. 

Senator Barrierr. Then do you believe it would be more va 
tant for the Federal Government and the Congress to consider the 
historic traditional uses insofar as the private maritime trade is 
concerned, to make sure that they receive adequate rates to give them 
a fair return on their money, or would there not be a requirement for 
Government intervention of one kind or another ? 

Mr. Morse. It seems to me that is for the Congress to determine, 
what sort of intervention should be made. But I don’t think that 
the Government should be competing with anybody and putting them 
out of business, 

Senator Barrierr. Do you believe that the Government ought to 
operate the Panama Canal Line? That is putting someone out of 
business, is it not 

Mr. Morse. No: I am opposed in principle to the operation of the 
Panama Canal Line, if adequate private service can be made available. 

Senator Barrierr. Have you so recommended, that the Federal 
Government get out of the business there ? 

Mr. Morse. I don’t recall that Maritime has made a recommenda- 
tion yet. But if and when it is done, I will so recommend, if we are 
satisfied that commercial operators can provide the service. 

Senator Barriterr. No matter what the economic consequences to 


the Ameriean ¢ itizens living in the Panama Canal Zone might be? 
Mr. Morse. That’s right. 


Senator Barrerr. That's right, you say ? 

Mr. Morse. Yes, sir. Because from what little I know about it— 
and this is subject to verification—what little I know about the Panama 

‘anal Line, it is not charging rates any different than the commercial 
operation charges. 

Senator Barriterr. You weren’t with the Federal Maritime Board 
some years ago when special legislation was enacted, which the chair- 
man of the committee will well remember, providing for the chartering 
of ships by the private carriers in Alaska at a very low rate, were you ¢ 

Mr. Morse. That was probably the 1946 Ship Sales Act. 

Senator Barrierr. Yes. 

Mr. Morse. I was not with the Board at that time. 

Senator Barrierr. As I recall it, and the chairman can check me 
on this, this proposal did not originate with the executive department 
of the Government. It apparently originated in Alaska, Seattle, and 
here in the Congress. The other day Representative Pelly, of Wash- 
ington State, introduced a bill which would provide for the construc- 
tion of a hydrofoil ship for the Alaska operation. And now Senator 
Gruening and I have proposed this amendment, almost in desperation, 
[ guess, because I should like to say to the chairman and to the Senator 
from Ohio that as I conceive the operation of this executive agency, 
they ought to recognize the overall problem and make suggestions 
tous which they would approve of in advance whereby we could do 
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something constructive for these offshore trades instead of having 
opposition only from the Board every time we make a proposal. 

This, Mr. Chairman, is a very, very serious situation, one that be- 
comes increasingly aggravating. Perhaps the private ee has 
no option except to request these 1 ‘ate increases every year. I don’t 
know. But what I do know is that it is having a baneful effect upon 
Alaska, and I doubt not that the rate increases requested in Hawaii 
will have the same evil result. 

I have no further questions, Mr. Chairman, but I am very dis- 
appointed that the Chairman of the Federal Maritime Board, the 
agency charged specifically with responsibility in this area, has no 
suggestion at all to make to the committee in what is close to being 
an emergency situation. 

Mr. Morse. Senator Bartlett, I have two comments I would like to 
make—three comments. 

I have at least three comments I would like to make. 

One comment would be to subsidize the operation to and from 
these noncontiguous areas, which would also include Guam, so that 
the operators w vould be ona parity in operating costs with the foreign- 
flag operators that compete to other similar areas. This doesn’t so 
much apply to Alaska. But I think if the subsidy idea is adopted it 
should be made applicable also to Alaska. I mentioned the Philippine 
sugar and pineapple competing with Hawaiian sugar and pineapple. 
The same thing applies also to Puerto Rico and Alaska. 

Another alternative would be to permit foreign-flag vessels to 
operate to those noncontiguous areas. 

Senator Lauscue. Are they prohibited from operating ? 

Mr. Morse. They are prohibited as they are prohibited in coastwise 
and intercoastal trade. 

I am aware of difficulties that Alaska has, and Puerto Rico and 
Hawaii. But speaking specifically with reference to Alaska—and 
I have no feeling for or against Alaska Steamship; I don’t own any 
stock and don’t know any of the people particularly well—they are a 
company that has been in business for many years, and I don’t know 
how many have been in and out of that business over the years 
Probably ‘50 companies have been in business i in the Alaska trade at 
one time or another and failed to survive because the volume of trade 
and the seasonality of it isn’t enough to support many operators. 
It is a difficult trade in which to make a fair return. 

Senator Bartierr. Very difficult; that is admitted. 

The CHarmman. Yes, and another cloud on the horizon, which the 
Senators from Alaska agree with, is that if we don’t get some agree- 
ment with Japan on salmon and get. our salmon run preserved, “that 
that will pose some more problems for any line operating. 

Mr. Morse. Correct. 

Senator Lauscue. Did you have any other suggestions? 

Mr. Morsr. No. Those are the only suggestions. 

Senator Gruentnc. May I ask a question, Mr. Chairman? 

The Cuatrman. Yes. 

Senator Gruentne. I appreciate the two suggestions made by the 
Chairman of the Maritime Board, that trade to Alaska and the other 
offshore areas be treated as is trade to foreign countries, by subsidy. 
In other words, it is true, as we all know, that these are not really 
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coastwise. They are offshore. Vessels have to cross large expanses 
of international waters. 

You know that that was specifically forbidden by the Merchant 
Marine Act of 1920, which was the beginning of Alaska’s troubles in 
shipping. This was an act sponsored by one of your predecessors, 
Senator Wesley Jones, which practically put us under the Alaska 
Steamship monopoly and prevented shippers from using the ports 
of Vancouver and others where it was less costly. 

I think that is a very valuable suggestion in the meanwhile, know- 
ing how much opposition that will have from the merchant marine 
industry here, I wonder why you oppose our amendments. All our 
amendments do in effect, to simplify it, is to say that the Alaska 
Steamship Co. shall receive these vessels, better vessels than they are 
now getting, but for ratemaking purposes they shall not inflate their 
value fictitiously but merely charge a percentage, a fair rate of return 
on what those vessels cost. I find it difficult to understand why you 
should oppose that. That would seem to me an equitable proceeding 
that. all fairminded men would agree upon. 

We take the annual bill, to which your amendments make few vital 
changes, and merely say that in the Alaska trade such ships as are 
required shall not be for ratemaking purposes inflated for four, five, 
or six times, as has been the practice with Alaska Steamship. What 
is the objection to that? 

Mr. Morse. Senator Gruening, I didn’t address myself to the rate- 
making portion of your bill. 

Senator GrueninG. That is the essential part of it. 

Mr. Morse. I am frank to say that I have not studied your proposal 
carefully. I think there is one provision in there which would permit 
the Government to sell not exceeding two vessels to the State of 
Alaska for—— 

Senator GruENING. That is a secondary provision. Let’s just deal 
with the first part. That is the essential part of this bill. That second 
part is merely a procedural device which I can discuss later. The 
essential part of this amendment is that these ships, to be acquired by 
Alaska Steamship, should be used for ratemaking purposes at the price 
acquired, plus whatever incidental costs there are, cand not, as has been 
the practice, five or six times the cost. Because, as has been pointed 
out and as you know, Alaska Steamship has never built any vessels. It 
has acquired them from other shipping lines at a very low cost. It 
pays half a million dollars for a ship and then overnight, for rate- 
making purposes, that ship becomes worth $5 or $6 million. That isa 
highly inequitable situation. 

Mr. Morse. I am not acquainted with any such situation. 

Senator GruENiInG. Assuming it is true, would you approve it ? 

Mr. Morse. I would not approve of it. 

Senator GruEentne. Good. That is fine. 

Then, to the extent the facts stated are correct, you would not agree 
that Alaska Steamship should charge inflated prices in ratemaking; 
that they should use the fair value of the vessels as acquired ? 

Mr. Morse. I have two comments. I agree entirely with a fair 
valuation for ratemaking purposes; this is all that any agency can 
authorize. The question is, what is a fair valuation when some prod- 
ucts do not have a going market value? Most ships do have a going 
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market value. But in determining fair valuation for ratemaking pur- 
poses, the Supreme Court has authorized, in many instances, taking 
into consideration replacement, depreciated replacement cost as one ot 
the factors in arriving at a fair evaluation. But getting down to your 
specific question, if it is constitutional to say by legislation that a ves- 
sel may be sold and may be used for -atemaking purposes, only the 
sales price, I have no problem with that at all. 

Senator GruENING. Good. 

Mr. Morsz. In my statement I hadn’t commented on the ratemaking 
portion of it. 

Senator GrueNntnG. Then we may hope, therefore, in this proceed- 
ing, which the State of Alaska is now conducting before the Federal 
Maritime Board, in protest at these latest increases, these hearings 
held subsequent to the increase which your Board granted, that this 
fact will be taken into consideration, and that when the Alaska Steam- 
ship purports to show that they are making only a very small return 
on their investment, you will scrutinize what that investment ac tually 
has been; is that a fair request ? 

Mr. Morsr. We have done so in the past and we will continue to do 
so in the future. 

Senator GRUENING. I am sorry, but my experience is that you have 
never done so in the past; that you have allowed the inflated value 
which the Alaska Steamship Co.—this has gone on for many years. 
I have been familiar with the situation long before you were on the 
Board, Mr. Morse. This is not a new story. This has been going on 
and going on and going on, and the people of Alaska will not be able 
to stand this ver y much longer. 

That is the reason why we have introduced this amendment, to 
make sure, if we can get this amendment adopted, that this nefarious 
practice of basing rates on a wholly fictitious and inflated valuation 
will cease. 

Mr. Morse. Senator, if these rates were so excessive, I cannot un- 
derstand why other operators are in the trade. 

Senator GRUENING. Because the legislation passed by the Congress 
some 40 years ago practically gave a , monopoly to Alaska Steamship 
which since that time has put all the other carriers out of business, 
through practices which will be described when we testify before the 
committee on another bill which is now before this committee. 

As far as the second part is concerned, I take it you would use the 
argument that this is putting the Government into the shipping busi- 
ness. It is doing nothing of the kind. It allows the governments of 
Puerto Rico, Alaska, and Hawaii to acquire two ships for the purpose 
of leasing them out to some competent operator. The only reason for 
that is in case Alaska Steamship refuses to accept these vessels, the 
government of Alaska will be in a position to offer such ships to some 
competing operator, and competition will be highly desirable. 

I think there is a very remote chance that the government of Alaska 
will go into the shipping business. It has no thought or desire to do 
so. This is me rely a procedural device to bring competition into this 
Alaska trade, if we fail in this attempt provided for in the first 
amendment. 

Senator Lauscne. Mr. Chairman ? 

The CuatrmMan. The Senator from Ohio. 
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Senator Lauscner. This is just for the purpose of acquiring 
information. 

Is there a statutory formula in existence now pointing up the fac- 
tors that you are to take into consideration in fixing the basis on 
which the rate is set ? 

Mr. Morse. I am not aware of any statutory formula. It is just 
compensation which is required in the Constitution and the Supreme 
Court decisions which establish what that is. 

Senator Lauscue. Based upon the Supreme Court decisions, what 
factors do you consider in determining the base ? 

Mr. Morse. Going market value; where property is rented, either 
the market value or the rental; depreciated book value, the value at 
which the property is insured, scaahieuaaaan cost depreciated, actual 
cost depreciated—all those factors are t taken into consideration. 

Senator Lausciue. T might say to the Senator from Alaska that in 
Ohio we have the antiquated and cruel rule that the rate is fixed solely 
on the reproductive cost. It produces intolerable conditions. We 
have had instances there where a power company acquired a plant 


You say 


for $2 million and then set up a reproduction cost of $18 million. 
Senator Barrierr. Just about the same as the illustration Senator 
Gruening gave. 

Senator Lauscur. That is, when too much importance is attached 
to the reproduction cost it can, in these times, produce unjust rules. 
Of course there is the other side of the coin. Let’s assume that the 
acquisition cost is high, and the reproduction cost low; it can likewise 
work as an injury. But you say that you follow what is sort of a com- 
mon law theory, that you are allowed to consider, one, the acquisition 
cost; two, the reproduction cost; three, what would it bring in the 
market, book value less depreciation ? 

Do you consider a combination of 
reach a value ? 

Mr. Morse. Yes, sir. 

Senator Lauscne. Have you ever given any thought as to whether 
it ought to be put into statutory form 1 


rather than into this form as it 
now exists? 

Mr. Morse. I have given no serious thought to it, mainly because 
this is an area unlike a public utility where there is no competitor. 
Anyone can enter the Alaskan trade any day he wishes to do so, any 
American-flag line. So that the rate that we come up with should be 
such as to give this operator a fair return on his investment. It does 
not assure him a profit, it does not assure him that he will be the only 


operator in the trade. It is a different situation than a public utility 
system. 


factors, and out of that try to 


Senator Lauscue. I have no other questions. 

Senator Bartierr. Just briefly, Mr. Chairman 
focus, Mr. Morse, so that I will understand. 

[s it correct to say, in view of your colloquy with Senator Gruening, 
that you are not opposed to the first and most essential provision of the 
amendment we have proposed ? 

Mr. Morse. Do you mean one which fixes for ratemaking purposes 
the acquisition cost ? 

Senator Barrierr. Yes. 


: Let me try this in 
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Mr. Morse. I said I personally have no objection to that if it is 
constitutional. 

Senator Bartiterr. Why wouldn't it be constitutional / 

Mr. Morse. I am not sure whether it is or is not. The Supreme 
Court merely says that a public utility is entitled to a fair return on a 
fair valuation. 

Senator Barrierr. And you oppose the second part of the amend- 
ment because it might put the governments of Puerto Rico or Hawaii 
or Alaska into the ‘steamship business even indirectly ? 

Mr. Morse. If the State would enter the trade, or if it would 
charter out its vessels at less than a fair return, it, the State, is thereby 
competing with private owners. I am opposed in principle to that. 

Senator Bartrierr. Have you had an opportunity yet to read and 
evaluate the hydrofoil message proposal made by Congressman Tilley / 

Mr. Morse. No, [ have not. 

Senator Barrierr. In general, would you care to tell us what you 
think of this proposal of his for constructing a new type of ship for 
use in the Alaskan and other trades ? 

Mr. Morse. I am in favor of developing a hydrofoil ship because 
I think they may have fairly substantial utilization in the domestic 
coastwise trades, and the trade from Seattle to Alaska, which would 
be a favorable area for operation. 

Senator Barrierr. Finally, Mr. Chairman, you mentioned some 
thoughts which have occurred to you whereby improvements could 
be made in the Alaska maritime trade so that the rates would not 
continue to go up at this accelerated pace. 

Mr. Morse. May I interrupt there? If foreigners were permitted 
to trade, you 1 would be paying the going rate in international com- 
merce without any control by the Government. So it might go up 
or it might go down. 

Senator Barrierr. With respect to these three suggestions you 
made, will the Federal Maritime Board advance them, or others, or 
any suggestion for alleviation of the situation which we all admit 
exists / 

Mr. Morse. I can’t answer that. 

Senator Barrierr. Do you consider it the duty of the Federal Mari- 
time Board to = in this manner ¢ 

Mr. Morse. I would have to review the legislation, whether that 
duty is imposed on the Maritime Administrator or the Maritime 
Board. If it is imposed on the Maritime Administrator—and I think 
it is—my proposals would have to be made through the Department 
of Commerce. I can’t necessarily control whether the Department 
would or would not go along with a suggestion even if I made it. 

Senator Barrierr. Of course not. I would like to express the hope 
though that after all these years—we have been living with this thing 
ever since I was much younger, and all of us were much younger— 
that the Federal Maritime Board would make a suggestion that the 
Congress might consider, instead of having these legisl: itive proposals 
come from one of us or a group of us, or from the citizens of Alaska. 

That is all, Mr. Chairman. 

The Cuamman. I think probably the Board should approach the 
whole problem of the two new States in relation to transportation 
and rates. 
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( Discussion off the record.) 


The CratrMan. In the letter from the Department of the Navy on 
the bill in support of the bill, they say—and I quote: 


It would appear that the bill would aid in improving the type and suitability 
of vessels in our domestic and foreign commerce and will also provide addi- 
tional work for shipyards in the continental United States. These two features 
would serve to assist in maintaining the mobilization potential of our merchant 
marine and our ship repair industry. 


The only suggestion they make is an amendment which would re- 
quire the Secretary of Commerce to consult with the Secretary of 
Navy before a military type of vessel was traded out. 

We will put them all i the record. 

(The letters follow: 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 


Washington, D.C., February 12, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


thorize the exchange of certain war-built vessels for more modern and efficient 
war-built vessels owned by the United States, has been assigned to this Depart- 
ment by the Secretary of Defense for the preparation of a report 
expressing the views of the Department of Defense. 

The proposed bill would authorize the Secretary of Commerce to exchange 
certain war-built vessels for more modern and efficient war-built vessels owned 
by the United States. These exchanges would be limited to certain unsubsidized 
U.S.-flag operators who would thus have an opportunity to upgrade their vessels 
by replacing those that are older and less desirable with those that are more 
modern and efficient to operate. 

It would appear that the bill will aid in improving the type and suitability of 
vessels in our domestic and foreign commerce, and will also provide additional 
work for shipyards in the continental United States. These two features would 
serve to assist in maintaining the mobilization potential of our Merchant Marine 
and our ship repair industry. 

The bill would permit the Secretary of Commerce to exchange military auxili- 
aries in the Maritime National Reserve Fleet at his discretion. The bill should 
therefore be amended to require that the Secretary of Commerce consult with 
the Secretary of the Navy before a military-type vessel may be traded out. 

The Military Sea Transport a Service has placed in the National Defense 
Reserve Fleet some 57 T-2 and 57 T-3 type tankers which it would activate in 
the event of emergency. On anes of these, considerable expense was incurred 
for structural renewals and other requirements to maintain them “in class.” 
They are all in generally much better material condition than the average of the 
tankers of similar type presently employed by commercial operators, and should 
not be made available for exchange. The bill should therefore be further 
amended to stipulate that its provisions are not to be applicable to war-built 
tankers. 


Subject to the foregoing, the Department of the Navy, on behalf of the De- 
partment of Defense, supports enactment of S. 2618. 

This report has been coordinated within the Department of Defense in ac- 
cordance with procedures em ribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on S. 2618 to the 
Congress. 

Sincerely yours, 


My Dear Mr. CrarrMANn: Your request for comment on S. 2618, a bill to au- 


thereon 


JOHN S. McCatn, Jr., 
Rear Admiral, U.S. Navy, Chief of Legislative Affuirs 
(For the Secretary of the Navy). 
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THE SECRETARY OF COMMERCE, 
Washington, February 19, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request of September 1, 
1959, for the views of this Department with respect to S. 2618, a bill to authorize 
the exchange of certain war-built vessels for more modern and efficient war-built 
vessels owned by the United States. 

The Department recommends favorable consideration of the bill. amended 
as herein suggested. 

S. 2618 would amend section 510 of the Merchant Marine Act, 1936, as amended, 
to authorize the Secretary of Commerce to acquire war-built vessels (as defined 
in sec. 3(b) of the Merchant Ship Sales Act of 1946) which have been for at least 
5 years owned and operated by citizens of the United States without operating- 
differential subsidy and under American-flag documentation, in exchange for 
more suitable and serviceable war-built vessels owned by the Government. 

The bill provides that the fair and reasonable value of the vessels traded in 
to, and traded out by, the Government shall be determined as of the date of 
exchange, giving consideration to (1) the scrap value of the vessels in American 
and foreign markets; (2) their depreciated value based on a 20-year life; (3) 
the market value of the vessels for operation in the world trade or in the foreign 
or domestic commerce of the United States; (4) the cost of placing the vessels 
in class with respect to hull and machinery; and (5) the cost of reconverting 
and restoring any traded-out vessels of a military type for normal operation in 
commercial service. Any excess in the value of the traded-out vessel over the 
value of the traded-in vessel would be paid in cash at the time of the exchange, 

S. 2618 further provides that if a traded-out vessel is later purchased or requi- 
sitioned by the United States, the owner shall be paid no more than its depre- 
ciated or scrap value, whichever is greater. In addition, the traded-out vessel 
would be required to remain documented under American flag for at least 5 
years after the date of the exchange or 20 years from the date of its construction, 
whichever is later, and any repairs or reconversion necessary at the time of the 
exchange to place it in class and prepare it for commercial operation would have 
to be performed in a shipyard within the continental United States. 

The bill would enable unsubsidized American steamship companies operating 
in U.S. domestic and foreign commerce to exchange vessels (mostly war-built 
vessels) which have received long usage and are no longer as well suited for the 
services involved, for other vessels of better condition in the U.S. reserve fleet 
or which will be turned in to the reserve fleet under the building programs of 
the subsidized lines. The greater utility value and lower operating costs of the 
traded-out vessels would aid these unsubsidized companies in meeting their com- 
petition and continuing their American-flag operations. From a financial view- 
point, it appears present conditions in the shipping industry discourage invest- 
ment in new ship construction by American-flag steamship companies not receiv- 
ing operating-differential subsidy. The proposed legislation would help to 
upgrade this unsubsidized segment of the U.S. merchant fleet, and would make 
available ships of a higher defense potential in active operation in the event of 
a national emergency. 

Exchanges pursuant to S. 2618 should result in appreciable cash payments to 
the Government. Moreover, to fully protect the interests of the United States, 
the Department of Commerce recommends the following amendments to the 
bill : 

(a) Strike all after the word “machinery” in paragraph (3), page 2, line 14, 
of the bill, except the period in line 17. 

(b) Add “No payments shall be made by the United States to the owner of a 
traded-in vessel in connection with any exchange under this subsection.” to 
paragraph (4), page 2, of the bill. 

(c) Add the words “or otherwise” after the words “purchase or requisition” 
on line 2 of page 3 in paragraph (5) of the bill. 

(d) Add a new paragraph (8) at the end of the bill to read: 

“(8) The owner of the traded-in vessel, at his own expense and in a manner 
satisfactory to the Secretary of Commerce, shall (1) effect deactivation and 
preparation of the traded-in vessel and its equipment for storage or layup; (2) 
make delivery of such vessel and its equipment at a location designated by the 
Secretary of Commerce; and (3) execute a bond, with one or more approved 
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sureties, conditioned upon indemnifying the United States from all loss result- 
ing from any lien against such vessel existing at the time of the exchange.” 

(e) Page 1, line 9, after the word “acquire” insert the words “at any time 
within five years from the date of enactment of this Act”. 

If amended as herein proposed, the Department recommends favorable con- 
sideration of the bill. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this letter to your committee. 

Sincerely yours, 
Puiuuip A. Ray, 
Under Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., September 24, 1959 


Juels 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
UWS. Senate. 

DEAR Mr. CHAIRMAN: Further reference is made to your letter of August 31, 
1959, acknowledged on September 1, requesting the comments of the General 
Accounting Office concerning S. 2618, S6th Congress, Ist session, entitled “A 
pill to authorize the exchange of certain war-built vessels for more modern 
and efficient war-built vessels owned by the United States.” 

By adding a new subsection (i) to section 510 of the Merchant Marine Act, 
1936 (46 U.S.C. 1160), the bill would authorize the Secretary of Commerce to 
exchange war-built vessels owned by the United States for less modern or 
efficient war-built vessels which have been (1) owned by U.S. citizens, (2) 
documented under the laws of the United States, and (3) operated without 
operating-differential subsidy, for at least 3 years prior to the date of exchange. 
The values of vessels so exchanged would be their fair and reasonable value 
determined pursuant to subsection (d) of section 510 which directs the Maritime 
Administrator to consider (1) scrap value, domestic and foreign, (2) depre- 
ciated value on a 20-year life basis, and (8) market value, domestic and 
foreign. Vessels received from the Government would be required to remain 
under the American flag until at least 5 years after the date of exchange or 
20 years from the date of their construction, whichever is later, and would be 
subject to requisition or purchase by the United States upon terms similar to 
those usually imposed in such transactions. Section 510(e), which provides 
that no gain or loss will be recognized, for Federal income tax purposes on a 
vessel traded in to the Government, is made inapplicable to exchanges under the 
proposed subsection (i). 

The subject bill is a matter of policy for determination by the Congress and, 
accordingly, we make no recommendation as to enactment. 


We suggest, how- 
ever, that condition (1) on page 2 of the bill be clarified if it is intended that 


a traded-in vessel shall have been in continuous operation under the American 
flag up to the date of the exchange and that the specified period should be 3 
consecutive years ending on that date. 

We assume from condition 4 that the values of the exchanged vessels are 
intended to be based on similar criteria to obviate any opportunity for wind- 
falls at the expense of the Government. If the proposed exchanges are in- 
tended to be treated as sales rather than trades of assets for Federal income tax 
purposes, we suggest that condition (6) on page 4 be considered in relation to 
the internal revenue law provisions governing exchanges of assets, which we 
understand are similar in effect to those of section 510(e) and would apply to 
transactions under the proposed bill unless special exception to the Internal 
Revenue laws also is provided. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF STATE, 


Washington, D.C., November 19, 1959. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Fore ign Commerce, 
UW. Senate. 


Dear Mr. CHAIRMAN: I refer again to your letter of September 1, 1959, re- 
questing the views of the Department of State on S. 2618, a bill to authorize the 
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exchange of certain war-built vessels for more modern and efficient war-built 
vessels owned by the United States. 

The Department of State perceives no substantial foreign policy implications 
in this’ bill and accordingly offers no comment on the desirability of its 
enactment. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 
WILLIAM B. MACOMBER, Jr., 
Assistant Secretary 
(For the Secretary of State). 


The Cuairman. We will recess until 10 o’clock tomorrow morning. 
We will take up the two witnesses who are left on S. 2584. When we 
are through with them, which should be about a quarter to 11 or 20 
minutes to 11 or maybe in that period, we will start on S. 2669 and 
hear the witnesses from Alaska. 

Chairman Morse, I would like to ask you—you are not listed as a 
witness—I would like to call you as a witness for the benefit of your 
opinion on 8. 2584 tomorrow, if you can come. 

Senator Barrierr. Mr. Chairman, I have a statement, all written 
out, a very good statement, too, on this amendment of ours to S. 2618, 

With your permission, instead of reading it, I shall now offer it for 
the record. 

The Cuarrman. It will be put in the record in full, the very fine 
statement of the senior Senator from Alaska. 

(The statement referred to follows :) 


Mr. Chairman, on February 8, Senator Gruening and I introduced an amend- 
ment to 8. 2618, the bill that is now before the committee. 

My remarks on the floor of the Senate at that time described the purposes 
of our amendment. Briefly reviewing these purposes, they are, first, to assure 
that no carrier receiving vessels now owned by the people will use such vessels, 
which the people would supply under S. 2618 at a bargain rate, to swell artificially 
the rate base upon which freight tariffs are computed. The proponents of the 
amendment are fearful, frankly, that the recipients of publicly owned vessels will 
urge—as they have in the past—that the vessels turned out of the reserve fleet 
be valued for ratemaking purposes under a formula in which reproduction cost 
is a substantial or total factor. 

It is believed by the proponents of the amendment that any formula of this 
type raises freight rates, because reproduction costs are much higher than fair 
market value. It is insisted that when the public, through its generosity, con- 
tributed good vessels to the merchant fleets at bargain prices, it is wrong to 
charge the public in proportion to its generosity. 

The ratemaking formula which would permit the turned out vessels to be 
valued at reproduction cost, for in the light of reproduction cost, ignores the 
actual, limited investment of the carriers receiving the vessels. It is the invest- 
ment of capital by the carrier that should be the basis for adjudging the pro- 
priety of the carrier’s tariff, not the generosity of the public to the carrier. I 
trust, Mr. Chairman, that this simple and obviously fair principle will not be 
challenged. 

The amendment to S. 2618 which we introduced goes further. At the present 
time, the carriers operating in the coastal trades are not subsidized. Economic 
advisers tell me that in the Alaska and Puerto Rico trades particularly, greater 
efficiency could be obtained by utilization of vessels now in the reserve fleet. 
To encourage efficiency in these trades, our amendment would allow carriers 
operating in them to obtain mothball vessels at less than the fair market value. 
The privilege extended under the amendment is subject to reasonable condi- 
tions, of course. The principal condition is that the Governor of the coastal 
State or Commonwealth concerned must certify to the Secretary of Commerce 
that the carrier desiring a vessel or vessels at less than the fair market value 
has submitted to the State or Commonwealth an operational plan that is feasible 
and in the public interest. The privilege, which would allow a carrier to receive 
as many as two vessels for operation in these coastal trades, is subject to other 
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conditions to protect the public and the Federal interest, and to assure that any 
vessel received under the amendment would actually be operated in the trade 
for which it was certified. 

Finally, the amendment provides that the Governor of Hawaii, Alaska, or 
Puerto Rico, can apply for as many as two vessels at less than the fair market 
value, which his government could operate directly in trade as a common car- 
rier, or caused to be operated under charter. 

In simple outline, these are the purposes of the amendment before the com- 
mittee. It is designed to safeguard the public interest and to promote the 
transportation facilities available in the coastal trades. 

It might be supposed that a proposal of such fairness and reasonableness 
would be noncontroversial. I hope that will prove to be the case. It should 
pe. However, Mr. Chairman, one must anticipate and consider the doubts or 
questions which those to whom the amendment is new matter may have. 

The first question which might be asked is whether the amendment is ger- 
mane to the main bill. S. 2618 is the outcome of a particular need, and the 
earriers most interested in the bill might not be under the jurisdiction of the 
Federal Maritime Board for ratemaking purposes. Why, then, should §S. 2618 
be amended to contain provisions affecting ratemaking formulas? 

To that question, Mr. Chairman, there are several pertinent answers. First, 
nothing in S. 2618 limits the benefits of the ship exchange provisions to car- 
riers who are exempt from Board jurisdiction with regard to ratemaking. 
Thus, the safeguard in our amendment about ratemaking formulas is apt. In- 
deed, I think it is essential. 

Second, assuming that only carriers exempt in fact from the Board’s regula- 
tory jurisdiction would receive vessels under the bill, we regard S. 2618 as an 
appropriate place to establish a principle which should be followed in the future, 
whenever publicly owned vessels are made available to private carriers whose 
rates must be approved by the Board. 

And if our amendment does not affect the carriers most interested in pas- 
sage of S. 2618, it should follow that these carriers will have no serious objec- 
tion to the addition of our amendment to the bill. 

The second question one might anticipate is whether the vessels now in the 
mothballed reserve fleet would, in fact, promote efficiency in the Alaska, Hawaii, 
or Puerto Rico trades. 

I am not an engineer, Mr. Chairman, but I think the best answer to that 
question is that economists and admiralty experts who know the Alaska trade— 
the trade with which I am most familiar, of course—believe that vessels now 
in the reserve fleet could increase the efficiency of the Alaska trade substan- 
tially. 

Secondly, Mr. Chairman, it is natural for Alaskans to want to leave no stone 
unturned in order to promote efficiency in the steamship trade that affects them, 
and in which there have been substantial rate increases over the past years. 

Most recently, of course, was the 10-percent freight tariff increase which 
the Federal Maritime Board has allowed to go into effect. It may be that 
existing carriers would be disinterested—for reasons good or otherwise—in 
the vessels now in the reserve fleet. But in a spirit of cooperation, we in 
Alaska want to provide the carriers with every chance to improve their fleets, if 
such improvement is as desirable as the economists say it is. 

It may be argued that the existing Alaska carriers could not afford to trade-in 
ships under the bill, S. 2618, which would require carriers to pay the fair market 
differential between the vessels turned in and the vessels turned out. If that 
is so, Mr. Chairman, then there is all the more reason for incorporating our 
amendment into the bill, because our amendment would allow carriers in the 
Alaska trade to receive vessels in the mothballed fleet at merely the breakout, 
layup, and repair costs. If that is not so, then the first part of the amendment— 
relating to safeguards for ratemaking purposes—is vital to the public interest. 

It should be remembered that the benefits of our amendment are not limited 
to the existing carriers in the Alaska, Hawaii, or Puerto Rico trades. The 
Governors of these areas could certify to the Seeretary of Commerce carriers 
other than the carriers not operating in these trades for vessels at the breakout, 
layup, and repair price. Or, the Governors could take up to two vessels at that 
price for direct operation, or for operation under charter. 
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No reason exists, that I know of, which makes the public interest better served 
by mothballing valuable vessels that could be used in the coastal trades than by 
making such vessels available for active use. Our amendment promotes such 
use, and safeguards the public from unreasonable tariffs. 

Thank you. 


The Cuairman. The committee is recessed until 10 o'clock tomorrow 
morning. 


(Whereupon, at 12:55 p.m., the committee was adjourned, to re- 
convene at 10 a.m. Tuesday, February 16, 1960.) 
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WEDNESDAY, FEBRUARY 17, 1960 


U.S. SENATE, 
ComMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
SupcoMMITTee ON Mercuant Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m., in room 5110, New 
Senate Office Building, Hon. KE. L. Bartlett presiding. 

Senator Bartierr. The committee will be in order. 

Chairman Magnuson expects to be here shortly. 

The committee at this time will resume consideration of S. 2618, 
introduced by Mr. Engle, to authorize the exchange of certain war- 
built vessels. 

H.R. 5068, a bill to license independent foreign freight forwarders, 
will be postponed until a later date. Chairman Magnuson, I am in- 
formed, hopes that the committee will be able to take this up on Feb- 
ruary 29. The committee’s consideration of the decline of the coast- 
wise intercoastal trade will begin immediately following consideration 


of S. 2618. Hearings on that subject will continue during the after- 
noon today. 


The first witness on S. 2618 is Mr. Alvin Shapiro. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Suarmo. My name is Alvin Shapiro, I am vice president of the 
American Merchant Marine Institute, a trade association of owners 
and operators of American-flag vessels of such quantity as to repre- 
sent a vast majority of this country’s total deep sea fleet. Among our 
membership are subsidized and nonsubsidized operators—the owners 
of passenger ships, freighters, and tankers engaged in our domestic 
and foreign trade on all four seacoasts of the United States. 

We appear here today in support of S. 2618, a bill excelled by no 
other, in my experience, in recognizing the realities about our present- 
day merchant marine. It embodies proposals remarkably practical 
and fair to all parties concerned, including of course the U.S. Govern- 
ment. 

Briefly, its terms provide that war-built vessels operated without 
subsidy may be turned in to the Government’s reserve fleet by an oper- 
ator, at a value established under the langauge of the bill, in exchange 
for the withdrawal from the Government’s reserve fleet of a superior 
or more suitable type vessel. Since the proposal is basically predi- 
cated on improving the operating fleet, the difference between the 
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value of the traded-in and traded-out vessels would be paid for in 
cash by the operator to the Government. 

May I note that since this proposal will be of doubtless assistance 
to the unsubsidized segment of our fleet, one which has received little 
attention from our Government, it is particularly notable and deserm 
ing of this committee’s prompt attention. 

While I cannot claim that it will prove a panacea for our mari- 
time problems, to the extent that - is used—and I am reasonably 

certain that will be substantial—it will help meet one of our most 
pressing merchant marine ae at of maintaining in active opera- 
tion more rather than less modern vessels. 

Our national defense authorities have long and consistently advo- 
cated that under modern war potentials a superior vessel in active 
ope ration is far more valuable than one laid up in the reserve fleet. 
This concept was reiterated in the latest Joint MarAd-Navy Planning 
Group report in the following terms: 

* * * the national capability to meet military and essential civilian re- 
quirements for merchant shipping rests primarily on the strength of the 
active, operating merchant fleet on D-day. 

Adm. R. E. Wilson, on behalf of the Navy Department and the 
Department of Defense, pinpointed this theme before the House 
Merchant Marine and Fisheries Committee in the following words: 

There will be an urgent need for merchant shipping even in the event of an 
initial devastating nuclear exchange. Shipping active on the high seas would 
stand a good chance of surviving the initial onslaught. 

From the point of view of the significance of this proposal to our 
national defense, I believe we can add little to that already stated. 

Viewed in terms of its commercial impact, we feel certain that 
the shipping public of this country is entitled to the most modern water 
transportation vehicles commercial carriers can produce within the 
framework of our free enterpr ise system and national maritime 
policy. The withdrawal into reserve of less efficient vessel types 
and the placing into operation of those more capable of competing 
with foreign-flag ships and more in harmony with today’s business 
requirements can not fail to be of assistance to both our private and 
national foreign trading programs. 

Here, at last, is a specific proposal which, as the MarAd-Navy 
Planning Group report indicated, will extend the residual life of at 
least. some of the present reserve fleet ships, thus tangibly alleviating 
the grim effects of block obsolescence of our operating fleet, which 
hangs like a Damocles sword over our stature on the high seas. 

American shipyards and its employees should benefit. greatly under 
this bill. Not only is basic class work required for the traded-out 
ship, but beyond class work vast sums will be spent by operators mod- 
ernizing and altering their newly ac quired ships to their own special- 
ized services, at their own expense and in American yards. 

Finally, and_by no means inconsequential, will be the money re- 
ceived by the Government in the trade-in, trade-out process. I am 
sure nothing I might say would add to the net governmental ad- 
vantage from this consideration which has already entered your 
evaluation. 
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Realizing the heavy program of this subcommittee, I have been de- 
liberately brief in indicating why our institute so strongly endorses 
the bill before you and hopes you will act promptly and favorably. 

Mr. Chairman, I have a few comments on the amendments offered 
by yourself and your colleague from Alaska. If you prefer that I 
discuss these now 

Senator Barrierr. Yes, because I would have asked you that very 
shortly, anyway. 

Mr. Suartro. Mr. Chairman, we do not favor exorbitant rates, and 
we do not favor noncompensatory rates. In the former case, the ship- 
ping public is not properly—and I say “properly” in quotes—served. 
In the latter case it is inadequately served, and ultimately not served 
at all. 

Ratemaking bodies, it seems to us, should find a reasonable level in 
between these two extremes. If the frame of reference for ratemak- 
ing bodies is presently deemed inadequate, surely, we believe, that 
problem cannot be solved by these amendments which take into 
consideration only one item of ratemaking consideration, that of cap- 
ital cost alone, and only on a few vessels at that. 

If one were to seek improvement in the ratemaking procedure and 
determinations, it seems to me that it would be vastly more effective 
to resolve all of the criteria of ratemaking which this amendment, un- 
fortunately, does not get to. 

Moreover, these amendments will create hardships for carriers as 
well as for shippers by applying a partial ratemaking standard on ex- 
change vessels when many others serving the same area, some in fact 
owned by the same carriers who may become owners of exchange ves- 
sels operating in these areas, are not so restricted. 

The total rate picture would, in our opinion, therefore, by this 
partial approach, be chaotic. 

It would develop rates on a vessel rather than on a service basis. 
And ultimately all cargo, we anticipate, would seek the exchange 
vessel if the rate on the exchange vessel were lower, and probably the 
end product of this would be a reduction rather than an increase in 
the amount of service offered to the three areas involved. 

I think the situation can be likened a little bit in terms of a shipper 
never knowing what his rate is until he knew what vehicles was 
actually being used, or to each one of us as individuals arriving at an 
airport and not knowing what the transportation rates were until such 
time as we knew what particular airplane we were traveling on. 

The same could be true of a train or a bus or a taxi. 
don’t have any clarity in this situation. 

The second point to the amendment goes to the disposal of surplus 
vessels from the fleet to each particular area, Hawaii, Alaska, and 
Puerto Rico, all of which areas, of course, fall within the framework 
of our domestic trades. 

This committee has announced and is about to launch into an investi- 
gation, survey, of our domestic water transportation problems. 
Clearly the ratemaking problem is very much at the heart of part of 
these considerations which the committee will consider. I would cer- 
tainly urge, Mr. Chairman, knowing of your interest in this matter 
and your dedication in this matter, that the attempt to clarify the 
ratemaking picture for the three areas concerned, particularly Alaska, 
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should not be handled through the vehicle of this bill but should be 
handled, if it is to be handled at all, through the vehicle of the survey 
of domestic transportation water problems which the committee is 
about to undertake. 

There, it seems to me, you have an opportunity of looking at the 
picture in its entirety rather than in this, what I consider, very partial 
approach to it. 

On the second aspect of the amendment which calls for the sale 
or in fact a gift of vessels to the various States and territories, we 
cannot favor that proposal. For one reason, it is outside of the frame- 
work of the 1936 and 1946 acts calling for the development of a private 
American merchant marine. 

In fact, it is giving away the ships, very much in violation of the 
spirit and intent of the 1946 Ship Sales Act. In the long run it may 
prove harmful to the areas involved, because it will, at virtually 
no cost to aspiring operators, and no compensation to the Feder al 
Treasury, create unfair competitive opportunities to newcomers, and 
may ultimately adversely affect the operators now in these trades, 
The end could very well be less, rather than more, service. 

We think also that it is rather unfair to change the rules in this 
game of acquiring vessels from the reserve fleet in spite of prior com- 
mitments made by Government in this connection, and now put the 
es in a position where in effect it is promoting this unfair 

r potentially unfair competition. 

“a had an opportunity of looking over some of the statistics of vessels 
purchased by operators who are performing services in the three areas 
concerned, and I found that they spent, in purchasing from the 
Government, over $75 million buying these ships in order to perform 
these services. 

Not all of the vessels purchased by this $75 million actually are in 
service to the three areas, but a large part of them are. Now these 
operators would find that their investment is rather foolhardy because 
they could get in the game for almost no cost at all. This, we feel, is 
really not very fair. 

That concludes my direct statement, Mr. Chairman. 

Senator Bartierr. Thank you very much, Mr. Shapiro. 

On page 1 of your state ment you suggest that if S. 2618 is enacted 
into law, the U.S. Government will be a beneficiary as well as the 
other parties. 

Mr. Suaptro. Yes, sir. 

Senator Bartierr. Would you care to elaborate on that? 

Mr. Srrarmo. From our defense stature we would find better vessels 
actually in service, which is terribly important. The military has con- 
stantly stressed this. It is terribly important to keep these vessels in 
service. This is where they are really valuable. In the reserve fleet 
they may or may not be valuable. 

From that point of view, in terms of defense stature, the Government 
would gain. 

The Government would of course also gain in the cash value of the 
trade-in versus the trade-out. And since this is aimed at improving 
the fleet, the operator trading invessels would more likely than not be 
adding cash to his traded-in vessel in order to get the value of the 
traded-out vessel. So the Government would benefit from that point 
of view. 
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The Government has a great stake in maintaining a shipyard mobili- 
ization base. The work created in this program, both from doing the 
basic class work and in converting the ships to more suitable types, 
which would be distributed throughout the yards of the country, would 
be of great benefit to the yards. 

Therefore the Government would assist in the maintenance of this 
mobilization base. These are the three immediate points of view. 

Senator Barrierr. You stated that the operating vessel is superior 
to one that is in the reserve fleet. 

Is this generally agreed ? 

Mr. Suariro. This would be my conclusion. Unfortunately some- 
body beat me to it—the Defense Department. It is their conclusion, 
and generally and consistently agreed to by them. 

Senator Barrierr. Do you subscribe to and defend their position ? 

Mr. Suartro. Yes. 

Senator Barriterr. Further on in your statement you call attention 
to the fact that it would require the expenditure of vast sums to put the 
ships in operating condition for special trades, and you went on to say 
that this work would be performed in American yards. I haven't 
gone completely through the bill. 

Is thi at prov ided for there ? 

The Cuamman. That is part of the bill. 

Senator Barrierr. The Senator from California, Mr. Engle, may 
feel about the amendments like the people in the Missouri town feel 
about the civil rights amendment. I haven’t talked to him about it 
yet. I would like to ask you a couple of questions relating to that. 

Would your comments on the proposed section 8, Mr. Shapiro, be the 
same if the amendments only changed the basis on which the vessels’ 
cost or value is included for ratemaking purposes, rather than limit 
consideration to only the vessel’s cost or value for ratemaking purposes ? 

Mr. Suariro. I am not sure, Senator, that I got that distinction. 

Mr. Grinstern. In proposed section 8 your comment was that it 
limited the Board to considering, for purposes of this vessel, only 
the cost or the value of the vessel. Suppose the amendment were either 
interpreted differently or amended to read so that it said this was only 
one of the factors, but it. was changing the basis on which you included 
it in the consideration of ratemaking purposes ? 

Mr. Suapiro. You will hear more about that in the future, I am sure. 

Senator, my conclusion would really be the same. Many vessels 
presently serve these three areas. A fewer number, I suspect, of the 
exchange vessels would serve these areas because you are getting more 
efficient. types for less efficient types. Only on these exchange vessels 
would you have the value or the exchange value be a fixed statutory 
criterion in ratemaking. This would not. be a criterion for all of the 
other vessels serving these areas. 

Clearly, if the purpose of limiting the value of these vessels for 
ratemaking purposes 1s to keep the rate down—and I am not saying 
whether this is fair or unfair, but clearly this is the purpose—you 
would find perhaps 3 vessels of 15 serving an area with this one 
limited item—only the capital cost item; no other elements of the rate- 
making base included—controlled by this statute. Therefore, the 
pressure on the rate from this element. would be down. It is a minor 
element, by the way, but it would be down. 
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None of the other ships would have this same downward pressure, 
so to speak, from the capital cost element. Its rates could be higher, 

If you are a shipper between Seattle and Alaska you would find 
that you would never know your rate, in effect, until you knew pre- 
cisely which vessel your cargo went on. 

If all shippers ultimately feel that they can get a lesser rate through 
this vehicle by using ship X of the 1 ships in the area, they would all 
attempt to ship on vessel X, which means all of the other 10 vessels 
would clearly suffer, get a smaller amount of cargo, perhaps remove 
themselves from the trade. 

Clearly if the volume is high enough there would be far too much 

cargo for vessel X. So to make this very specific, you could be mov- 

ing salmon, let us say, downbound, on vessel X one day, and your rate 
would be—just to pick a number—S30, to Seattle. From exactly the 
same port to exactly the same port the following day, exactly the same 
commodity, you might find your rate lower than that. 

Senator Barrierr. Let’s take this in reverse. I can envision a situ- 
ation whereby this amendment would work exactly to that which you 
describe as being useful and helpful to defense and other considera- 
tions. 

Instead of having one vessel, X, wouldn't this persuade the common 
carriers to utilize the benefits of S. 2618 right across the board and have 
all their ships come to them under this situation ? 

Mr. Suaprro. Conceivably if all of the vessels in all of the service 
to these three areas were exchange vessels, they would all have this 
fixed statutory limitation for ratemaking purposes on this capital 
cost item. I doubt that that will ever come to pass because you have 
such a substantial volume of ships in all of these areas—I am not 
speaking uniquely of Alaska, I am speaking of all of the areas—I 
doubt very seriously that the exchange vessels will be in such number 
as to service all three of these areas entirely through exchange vessels. 

Senator Bartrierr. But your statement is, initially, that this is a 
wonderful vehicle for disposing of older vessels and acquiring newer 
ones ? 

Mr. Suaptiro. Yes. 

Senator Barrierr. Wouldn't this amendment be a further push 
to persuade the operator to do just this ? 

Mr. Suaprro. No; it wouldn't bea push. It would be a detriment, 
as a matter of fact. 

Senator Bartuierr. I fail to follow you. He would be forced to 
do so, would he not, by the pressures of competition which you just 
pointed out ? 

Mr. Srrapiro. Senator, no, I don’t think it would work that way 
in the long run. First you must understand that you are talking— 
when you are t: king ¢ about the capital cost item in rate ev valuation, 
or the capital item in rate evaluation, you are talking about a rela- 
tively minor part. Some people have said as low as 2 or 3 percent 
of all of the criteria which go into ratemaking. So you can’t antici- 
pate from this any radic ally downward movement in rates. 

Senator Barrierr. Then why would the shipper care whether he 
shipped on rate A or ship X 4 
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Mr. Suariro. Because it could be less. If it is even a penny less 
it is valuable to the shipper to get the penny less rate. You are just 
creating a rate discrepancy among vessels. The same commodity 
between the same two ports will have two eee ports even owned 
by the same operator, one being an exchange vessel and one being the 
vessel he acquired in some normal other course. 

The Cuamman. That would just fill wp the exchange vessels first ? 

Mr. Srapiro. Precisely. 

The Cuamman. What is wrong with that for the shipper? 

Mr. Suariro. If you reach the stage fast enough you will find such 
demand for the lower rate vessel, bee ause however small the economy 
may be it is still some economy, you are going to find that the balance 
of the vessels simply have that much less demand for them, and out 
of service they go. 

Senator Barrierr. Then the »y are replaced by ships from the re- 
serve fleet and you have already told us that this will improve the 
merchant marine. 

Mr. Srarrro. Yes; it will. I certainly do not anticipate that all 
of the vessels serving these three areas are going to be end products 
of exchange vessels. 

Senator Barrierr. Mr. Ghairman, do you have some questions? 

The Cuairman. I don’t know whether Mr. Shapiro testified on 
the Navy-suggested amendment to this bill. Are you familiar with 
that ? 

Mr. Suariro. No, sir. 

The CrarrMan. You are not ? 

Mr. Suaprtro. No. 

The Cuatrman. In effect they don’t want to take any tankers out 
of the fleet, and No. 2, there must be a consultation with the Navy. 
Would you agree with that / 

Mr. Suaprrro. So far as the consultation with the Navy is con- 
cerned—— 

The CHarrMan. It exists now. 

Mr. Sraprro. That is no problem whatever. 

The Cuatrrman. The Maritime Board suggested some amendments. 
Are you familiar with those ? 

Mr. Srapriro. [am familiar with those. 

The Cuamman. What do you have to say about that? 

Mr. Suaptro. In order to speed up the procedure of the committee, 
a witness who will follow me will comment specifically on that. 

The Cuarrman. All right. 

The CuHarrmMan. Senator Engle? 

Senator Eneir. I have no questions of Mr. Shapiro. I haven't 
had a chance yet to read what I regard as the rather new amendments 
from my friends and colleagues from Alaska. But I have read your 
statement with respect to this bill, Mr. Shapiro. 

It is an excellent statement. It certainly puts its finger on what I 
regard as the main issue, and that is, why should we have good ships 
sitting around going to rust, tied up at docks someplace, and poorer 


ships \ out on the ocean if we can make a sw ap and have the better 
reserve fleet in operation ? 
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That is precisely what this bill undertakes to do. The question is 
whether we can do it on a fair basis. I hope during these hearings, 
if our bill doesn’t provide a fair basis, that we can provide it. 

Thank you very much, Mr. Chairman. 

The Cuatrman. Thank you, Mr. Shapiro. 

The next witness is Mr. J. Monroe Sullivan, vice president, Pacitic 
American Steamship Association. 


STATEMENT OF J. M. SULLIVAN, VICE PRESIDENT OF THE PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Sutnivan. My name is J. Monroe Sullivan. I am vice presi- 
dent of the Pacific American Steamship Association, which rep- 
resents a great majority of the American-flag carriers serving the 
Pacific coast. We represent both subsidized and nonsubsidized car- 
riers and take this opportunity to express our opposition to S. 2618, 
which would authorize trade-in of vessels operated by nonsubsidized 
steamship lines for more modern vessels in the reserve fleet. The core 
of our opposition lies in the fact that this legislation places the Gov- 
ernment in competition with private shipowners in the sale of vessels, 

While S. 2618 amends section 510 of the 1936 Merchant Marine 
Act, this legislation is tantamount to a reopening of the 1946 Ship 
Sales Act and in such broad fashion as to do violence to commitments 
made to prior purchasers under the Ship Sales Act. The prohibition 
against sales by the United States from its reserve fleet, which has 
been in effect since Janu: wy 15, 1951, was for the specific purpose of 
removing the reserve fleet from the ship market as a competitive 
source of supply and to remove the possibility of companies purchas- 
ing vessels from the reserve fleet as an alternative to new construction. 
In so doing, Congress kept its promise to prior purchasers under the 
1946 act and to the American shipbuilding industry—that after a date 
certain shipowners could no longer buy vessels from the reserve fleet. 

During the intervening years ‘there hi ave been occasions which Con- 
gress, in its wisdom, and with the support of steamship industry 
groups, including our own, has sanctioned special purpose legislation 
to permit sales of Government-owned vessels. But, in each instance, 
the vessels were stipulated and the absence of direct competition of 
the subject vessels with other American vessels was clearly demon- 
strated. In the case of the sales of vessels to Brazil, a protective clause 
was inserted to require the purchaser under that act to first canvass 
American owners of the C1-MAYV-1 vessels as to whether they had 
such vessels for sale at reasonable prices. In both the sales to Brazil 
and in the sales to Philippine citizens, operating restrictions were 
placed on the vessels to assure against competition with American 
owners in their trade routes. 

In S. 2618, however, there is no provision which requires prior so- 
liciting of offers from private owners of the desired va types and 
no covenants against operation of upgraded vessels in competition 
with owners of war-built vessels purchased under the 1946 act. This 
is an important distinction between this legislation and previous con- 
gressional sanct ion of reserve fleet sales. 

The competitive effects of this legislation should be made clear. Sup- 
pose, for example, that a nonsubsidized owner of war-built vessels 
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reaches an economic impasse and chooses to sell his vessel. His mar- 
ket, by and large, consists primarily of other nonsubsidized American 
owners. In short, it consists primarily of intercoastal operators, op- 
erators to the States of Alaska and Hawaii and the Commonwealth of 
Puerto Rico, and the few remaining unsubsidized American operators 
in the foreign trade. If S. 2618 were made law. such an intercoastal 
operator, or any other nonsubsidized operator who might have vessels 
of a certain type for sale, would have to compete with the low prices 
offered from the reserve fleet for such vessel types. 

In other words, the nonsubsidized owner, who for financial reasons, 
is in no position to take advantage of this legislation to upgrade his 
fleet, has only one choice—to sell his vessel to another American 
owner—but in competition with reserve fleet vessel prices. Or per- 
haps he has a second choice—to seek legislation permitting the sale in 
the world market of his vessels in order to realize a fair return. Such 
a protective device is not advocated here but would, at least, place 
such an owner on an equal foot ing with the beneficiaries of S. 2618. 

Further, S. 2618 is a neutralization or even a nullification of the 
congressional intent inherent in section 210 of the Merchant Marine 
Act. Section 510 has, as its basie concept, the trade-in of obsolete 
vessels at fair market prices as a quid pro quo for the construction of 
new vessels. S. 2618 dulls the edge of the intent of 510 by permitting 
sales from the reserve fleet as an alternative to new const ruction. 

Finally, we would comment on amendme 


nts to this legislation of- 
fered by members of the Alaskan delegation. We oppose these amend- 


ments in the most vigorous and unqualified terms. They violate the 
very foundation stones of the Merchant Marine Act by putting State 
governments, or their designated operating agents, into the shipping 
business in competition with private owners. It would not only put 
a Government entity, which pays no taxes, into competition with 
private taxpaying enterprise but it would permit that Government 
entity to acquire the vessels at prices so ridiculously low as to repre- 
sent no capital cost of any consequence, Tt would further require that 
these vessels be valued for ratemaking purposes at such a low capital 
level as to represent rate competition of the most vicious kind. 

In the event State Governors didn’t want to buy these 
could certify private carriers for purchase of the vessels 
ridiculously low prices an 


vessels, they 
at the same 
| to be operated on a same low capital rate 
base. These new owners could later sell the vessels, or take them to 
another trade route, if the Secretary of Commerce so authorized. 
Such arrangements would be so patently discriminatory as between 
shipowners in these trade routes as to Warrant rejection without fur- 
ther consideration. 

No one appreciates more than the ship operators engaged in trade 
to Alaska, Hawaii, and Puerto Rico the Importance of the shipping 
lifelines to those parts of the United States. But the solution offered 
in these amendments is no solution at all, since it would tie private 
shipping’s hands behind its back and set the stage for its demise. No 
matter how vou look at it, a vessel owner whose interest on his capital 


cost of $1,500,000 to $2 million per vessel could not compete for long 
With a vessel whose capital cost was 


measured only in the tens of thou- 
sands of dollars. 
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We respectfully urge most serious consideration of our views on this 
legislation. 

Senator Barrierr. Senator Magnuson ? 

The Cuatrman. Mr. Sullivan, as you know, I wrote the Ship Sales 
Act. And I wrote it based on the theory that as long as we had a 
bargain counter over here, nobody was going to sharpen their pencil 
over here and figure out new construction. That was some time ago. 

In the meantime we had sold about a thousand ships foreign, and 
about a thousand to our own people. There is a continuing survey 
being made by the Board of the remaining laid-up fleet. I think they 
have come up with some recommendations on scrapping some and 
repairing others and holding them. Some apparently will have little 
or no use for the Government in the foreseeable future. The Navy 
put a hold on tankers, of course, and things of that kind. 

Now, after 14 years, we find ourselves with this laid-up fleet and a 
problem which, we must admit, exists in other lines of shipping en- 
deavor. 

I don’t think that this committee would want to violate the intent 
or the reasons behind the 1946 act. It is true that over the years we 
have made exceptions. We have made some exceptions to some people 
who belong to your organization. I think they were valid exceptions. 
We have made some exceptions to foreign countries, which I didn’t 
quite agree with, but we did. 

T am wonder ing if you would have any suggestions other than oppo- 
sition to this proposal, as to what we should do with the laid- up fleet 
after 14 vears of the Ship Sales Act operation that is usable, or at 
least a private operator thinks is usable. 

Mr. Suuiivan. I have no suggestion. 

The CuHarrman. That is the problem of the committee. It costs 
money to keep them, and obviously some of them are not going to be 
used unless we do put them in the trade. If you do have any sugges- 
tions, what we might do is leave the record open, and we will be “glad 
to see them. 

Mr. Sutuivan. I will check with my people and see if they have 
any. 

The a AIRMAN. The committee is merely trying to attack this prob- 
lem. I don’t know whether this is the real answer or not. It isa 
question of putting to us some of these ships that we know will not 
be used in any other way except by private operators, and in an at- 
tempt to keep them from going foreign. This committee had 29 
bills in front of it for ship sales foreign ‘during the last Congress—29 
countries. Cuba was one. Of course, naturally, we haven’t acted on 
them individually because we haven’t got a general policy. But I 
think it behooves everybody in the shipping industry to come up with 
some policy on this. There are some who think this might be the 
answer. And we have put every protection around it we know to 
keep it under the American flag—which is another facet of this 
problem. 

I do think you are right that it would violate some of the intent be- 
hind the Ship Sales Act of 1946. But we didn’t commit ourselves to 
a permanent Ship Sales Act when I wrote the bill. We thought that 
was the thing to do at the time. And it has worked. It has worked. 
You must admit that. It has worked. We have not an adequate— 
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but at least some—movement in new ship construction because the bar- 
gain counter was not open. 

I can appreciate that there would be some objection to the original 
intent of the Ship Sales Act. But I think if you will read the testi- 
mony you will see that we made it pretty clear that this was only for 
the time that we did it, and we didn’t know how long we would keep 
it in operation. Of course, there _ been attempts to break through 
for many, many years—every year. We have held ; it rather well after 
14 years. And the age of the dps is another factor. Every year 
they are getting older. 

It does call for a straight business transaction. 

Are you familiar with the Maritime Board amendments ? 

Mr. Suuuivan. I heard them mentioned, but I am not familiar 
enough to comment on them. 

The Cuarrman. I wonder if you would look at those and see if this 
won't help the bill considerably and at least modify some of the ob- 


jections or at least water down what you have. They suggested that 
we add a new paragraph : 


That the owner of the traded-in vessel at his own expense and in a manner 
satisfactory to the Secretary of Commerce shall effect the deactivation of the 
traded-in vessel and equipment for later storage. 

The private operator would have to figure pretty close there because 
he would have the expense of putting the old one back in the w ay that 
they decided. 

Two, to make delivery of such vessel and its equipment at a location 
designated. I suppose the location where the laid-up fleet, the several 
places where the mothball fleet now is anchored. And, thr ee, execute 
a bond. That would add a little protection for the Government. 

If you have any comments on those suggestions—and I suppose you 
do agree with the Navy, regardless of what we do with the bill—the 
Navy's s suggestion that in all cases they should be consulted. 

Mr. Sutiivan. It isa normal practice. 

The Cuairman. They do that now. 

Senator Bartierr. Senator Engle? 

Senator Enetr. In looking at page 2 of this bill, line 9, I observe 
the bill provides as follows: 





The fair and reasonable value of the traded-in and traded-out vessel shall be 
determined as of the date of exchange, pursuant to subsection D of this section. 

Do I understand from your testimony that you do not believe that 
that will place the trade-in on the basis of the fair value? 

Mr. Sutiivan. Our position is that a sale out of the reserve fleet 
will prevent, probably, the sale by a private operator of a similar ves- 
sel to the purchaser from the reserve fleet, or it will lower the price 
of the vessel that the private owner might have for sale because he 
would be competing with the reserve fleet. 

Senator Eneix. What it boils down to is a swap—isn’t it?—with the 
owner paying the difference. 

Mr. Suuuivan. I think that is the intent of the legislation. The 
feeling of our people apparently is that the vessel from the reserve 
fleet will beat down the price of a privately owned vessel now. 

Senator ENcte. Why would it, if the swap was fair and the differ- 
ential was fairly arrived at? 
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Mr. Sunzivan. It is conceivable that the price of the traded-in ves- 
sel, plus what would be paid for the vessel obtained from the reserve 
fleet, could equal that which could be obtained on the market by the 
private shipowner. In that case there would be no discrimination. 

Senator Encie. There would be no what ? 

Mr. Suuuivan. No discrimination. There would be no problem. 
Again, except that the private shipowner might not have a sale for 
his vessel because of 2 vessel coming out of the reserve fleet. 

The price is one of the factors. Market is another factor—op- 
portunity. 

Senator ENcie. Do you think it makes any sense to have these ships 
sitting tied up at the dock, accumulating rust, when less desirable 
ships are being kept at sea ? 

Mr. Suutivan. I think a ship is more valuable to our economy 
and to our defense if it is operating. 

Senator Eneie. When they bring them out of the mothballs, they 
presumably would be upgr: ading the fleet at sea, wouldn't they ? 

Mr. Sutnivan. That is the intent of the legislation, and that would 
be a result ; yes. 

Senator Encie. Don’t you think that is a good result ? 

Mr. Suttivan. In theory, yes. 

Senator Enecie. What is the matter with it, practically ? 

Mr. Sutuivan. If in practice it would eliminate or lessen the market 
for a private shipowner, it would be detrimental to the private ship- 
owner, 

Senator Eneie. But he is sitting there wanting to buy one of them. 
He wouldn’t consider it detrimental. He could upgrade his fleet. It 
looks to me like we are facing a choice of what ships we ought to junk. 
I would want to junk the least valuable ones from the st: indpoint of 
the merchant marine. That is what the argument boils down to, 
isn’t it? 

Mr. Sutnivan. Yes; it is. 

The Cuarrman. What he is afraid of is that the Government’s so- 
called fair price on the ship will be under the price that a private 
operator wants to sell his ship for. Isn’t that what vou are afraid of? 

Mr. Sutuivan. That is one fact. The other fact is that there may 
be only one customer and if the Government gets him, the private 
shipowner won't. 

The Cuatrman. Would you say that would be correct if literally 
the fair value were taken? 

Mr. Sutirvan. Yes, because if one man wanted to buy a ship and 
had his choice of buying it from the reserve fleet— 

The Cuatrman. I meant as to price. T am not talking about the 
saturation of the market. 

Mr. Sutiivan. If the sales from the reserve fleet did not lower the 
price of a private-owned vessel, no one could complain. 

The CHarrMan. Senator Engle says in his bill it should be the fair 
value. I don’t think you would be able to sell a ship, except under 
unusual conditions, at other than its fair value, although I know the 

value of the ships go up and down rather well. 

Mr. Sutxivan. The other facet, let’s assume the ship cost, the net 
effect - the cost out of the reserve fleet is the same as the private 
owner is asking for his fleet. Ifa buyer wants only one ship and takes 
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one out of the reserve fleet, the private shipowner has no opportunity 
to sell his ship, regardless of whether or not the price is the same. 

The CuHarrman. He may or may not, depending on whether it is a 
seller’s or buyer’s market. 

Senator Eneie. Who belongs to your association ? 

Mr. Suttivan. Do you want the list of our members? 

Senator Eneir. Just, in general, who are they ? 

Mr. Suurivan. There are eight subsidized lines and five nonsub- 
sidized lines. 

Senator Eneitr. Which of your membershap do you think would 
be hurt by this legislation? The subsidized or the nonsubsidized ? 

Mr. Suuiivan. Nonsubsidized. 

Senator Encore. And there are five of those you say ? 

Mr. SuLiIvan. Yes, sir. 

Senator Eneir. The reason you think they will be hurt is because 
their market to sell their fleet will be reduced, or at least will be in 
competition with these vessels coming out of the present reserve, is 
that right? 

Mr. Sunuivan. That is right. 

Senator Eneie. Are the “ships presently operated by the nonsub- 
sidized lines in your association of a quality equal to those presently in 
reserve and inoperative / 

Mr. Sutuivan. Iam not capable of answering that. 

Senator Eneie. It is a very important consideration because as a 
legislator I don’t want to hurt any element in the shipping business. 
On the other hand, if we are going to have some ships that eventually 
will have to rust out and go to the scrap heap, I would much prefer 
that they be the older vessels and not the newer ones. That is from 
our Nation’s standpoint. That is the only way we can look at it. 
We want to do it on the basis that it is not unfair to any major seg- 
ment in the industry. 

On the other hand, it would seem rather strange to end up with 
a beat-up bunch of vessels at sea while better vessels are rotting at the 
dockside. 

If you will come up with an answer or a suggestion, as the chair- 
man says, of how we get out of that dilemma, we would be very inter- 
ested in it. Personally I would like to see the best merchant marine 
we can possibly get 

If there is some way that this can be done on a fairer basis than 
has been suggested in this bill, we would be glad to have your sug- 
gestion. 

I notice on page 2 of your statement vou say: 

In other words, the nonsubsidized owner who for financial reasons is in 
no position to take advantage of this legislation to upgrade his fleet, has only 
one choice : to sell his vessel to another American owner 
which of course is just handing out another piece of obsolete equip- 
ment, L assume. But, in connection with the reserve fleet vessel prices, 
perhaps he has a second choice, to seek legislation permitting sale 
in the world market of his vessel in order to realize a fair return. 
Such a protective device is not advocated here but it would at least 
place such an owner on an equal footing with the beneficiaries of S. 
2618. 
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I am interested in this proposal. I just listened to what the chair- 
man had to say, the chairman of the full committee, Senator Magnu- 
son, who said that we have had all kinds of requests from foreign 
countries to take these vessels out of the reserve fleet. Presumably, 
if that is permitted, they will be in competition with us. I would a 
lot rather that our people be permitted to sell to the world market 
so that the foreign operators could be operating with less effectual 
vessels and less economic vessels, while our people took the ones out 
of reserve and had the more effective vessels. 

You say you are not advocating this. This would improve the bill 
a good deal from your v lewpoint, would it not ? 

Mr. Sutzivan. I doubt it, because I think we would oppose it. I 
think we would oppose opening the Ships Sales Act to selling any 
ships foreign that might compete with the American merchant 
marine. 

Senator Enerie. I am not talking about taking out the ships from 


our reserve. Iam talking about letting the fellow who couldn’t other- 

wise sell his vessel go into the world market if he wanted to. I would 

much rather have our older ships going into the world market than | 

those that are presently better but are in mothballs. Wouldn’t you? : 
Mr. Suuuivan. Yes. 
Senator Eneir. We have these ships sitting there. We have others , 

out. at sea which are not as good. We would like to swap. That is 

what it amounts to. | 
And we would like to do it on a fair basis that would upgrade the 

fleet at sea. Eventually we know that these ships in reserve are going 


to depreciate to the point. where they aren’t any good any more. I 
would much prefer to have the older ships se tting ‘there de preciating, 
rather than the better ones. That is what it boils down to. ) 
Perhaps we can fix this law in such a way that there won’t be any | 
of your members who will find that a better way to operate than either 
selling them on the world market or competing with the Government. 
I hope so anyway. 
Thank you, Mr. Chairman. 


The CHarrman. You say it is your considered opinion that this | 
would not have any particular adverse effect or even a salutary effect . 
upon the subsidized operators. | 


Mr. Sutuivan. The subsidized operator would have to obtain per- 
mission from the Maritime Board, I believe, to sell his ship. He ean- 
not buy a ship from the reserve fleet because he is under obligation 
to construct new vessels as a part of his subsidy. 

The CuHatrmMan. That is right. I don’t think that this bill would 
have too much effect on the subsidized operator, because that situation 


is pretty tight when they move in ships, and make commitments to : 
build new. I think it is correct to say that whatever practical effect : 
it may have, good or bad, it wouldn’t run to the nonsubsidized . 
operator. 


Senator Encir. Would the chairman permit me to ask a further 
question ? 

On page 2 of your statement you refer to the competitive effects 
of this legislation. You say: 





Suppose, for example, that a nonsubsidized owner of war-built vessels reaches 
an economic impasse and chooses to sell his vessels. 
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I assume you are talking about a fellow who is going to go out of 
business. 

Mr. Sutiivan. That is a fair assumption. 

Senator Encir. What you are saying is that if he is going down fi- 
nancially he ought not to have to compete w ith the Gov ernment with 
regard to customers for his ships; is that right ? 

Mr. Sutuivan. That is r ight. 

Senator Eneie. And he might be in a position where he would have 
to either completely sacrifice them or junk them. 

Mr. Suturivan. Or sell them foreign, if he could get permission. 

Senator Ener. Thank you very much. 

Senator Barrierr. Mr. Sullivan, were any of the ships which are 
owned by the nonsubsidized members of your association, acquired 
from the Government at bargain rates ? 

Mr. Suttivan. I believe all but one of our members obtained ships 
from the Government at the fair and reasonable price set. on the ships 
at the time they acquired them. 

Senator Barrierr. Of course we all want. competition in the mari- 
time industry, and any other American entetprise. But some com- 
panies aren’t going to be able to afford to build new ships, that is 
obvious. You would not agree that this bill offers appropriate means 
whereby they can buy good ships and thus be more competitive ? 

Mr. SutuivaAn. The position of our association is as I have indicated. 
They don’t think so. 

Senator Bartrierr. At the bottom of page 1 and the top of page 2 
of your statement you say : 

But in each instance 


and this refers to occasions when Congress has sanctioned special- 
purpose legislation— 
gut. in each instance, the vessels were stipulated and the absence of direct com- 


petition of the subject vessels with other American vessels was clearly demon- 
strated. 


I would like to ask you, a Sullivan, in the case of the sale of the 
Cleveland and the Wilson to American President Lines—this was 
supported by your associ: dies was the absence of competition with 
other American vessels shown / 

Mr. Sutxivan. In our testimony I doubt if that was mentioned, 
because there are no other American-flag passenger vessels serving the 
Pacific in competition with the Cleve Jand and Wilson. 

Senator Barrierr. It wasn’t spelled out then ? 

Mr. Sutntvan. I would doubt it. 

Senator Barrierr. In respect to the Bartlett amendment, if you 
remember, no one else, Mr. Chairman, was interested in the ships for 
that particular route. So that, therefore, the question of competition 
over that trade route didn’t enter into the question. 

Mr. Suttivan. I think the only place where competition would enter 
into it would be in the sale of an American-built vessel to foreign. 

The Cuarrman. There was competition for the ships. 

Mr. Sutrivan. Other buyers wanted to buy the ships? 

The Crarrman. Yes: I think so. 

Senator Barrierr. In any case the statement says that in each 


instance the vessels were stipulated and the absence of competition was 
clearly demonstrated. 
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Mr. Sutuivan. That is an error because it refers to sales foreign. 

Senator Eneie. Mr. Chairman, I would like to get back to this 
operator who was going bottom-up financially, and who wants some 
place to sell his vessels, 

What you are saying is that you want to retain for him the market 
that would be avail: able, namely, other people who were still operating. 
And that this legislation would open the door for those people to t: ake 
ships out of the reserve. They presumably would be operators who 
werent in a position to build new ships, but who could possibly on 
this exchange basis pay the differential between the value of the ship 
they were putting into mothballs and the one they were taking out. 

You say let’s stop that because that fellow might buy one of these 
vessels from our operator who is bottom-up financially. 

Doesn't that put us in the position of limiting our prospective pur- 
chaser to a vessel which has already been proven uneconomic, or find- 
ing some way to build a new vessel? Isn’t that the net result of it? 

Mr. Suniivan. Possibly, except for the ray of hope which is now 
present, and that is the hearings that will follow the hearings on this 
bill, to find some solution to the intercoastal-coast wise problem. We 
could avoid that problem if a proper solution comes out of those 
hearings. 

Senator EnGie. Do you mean by that that you wouldn’t have any- 
body in financial trouble then ? 

Mr. Sutuivan. It is possible. If a proper solution is achieved I 
don't think we would; no. 

Senator Eneie. If you get a proper solution your people won't be 
worried about having to sell vessels on a very bad market. because 
they have been unable to make a financial go of it. What strikes me 
is that these vessels that you say may be for sale, but which can’t 
be sold because the prospective purchaser would prefer to swap with 
the reserve fleet, are vessels which have already been proven uneco- 
nomic inasmuch as the operator is going broke. 

Mr. Suuuivan. I don’t think it necessarily follows that the vessel 
is uneconomic as a vessel. The trade might be uneconomic. 

Senator Eneir. If it weren’t uneconomic he wouldn't be going 
broke. 

Mr. Sutuivan. The trade might be uneconomic, but the vessel might 
be a very efficient ship. 

Senator Enerie. Thank you. 

Senator Barrierr. I see a divergence in viewpoint here because I 
believe an earlier witness in respect to my amendment didn’t attach 
too much importance to the capital price of the ship, but in your state- 
ment you say that this amendment for ratemaking purposes would 
represent such a low-capital level as to represent rate competition of 
the most vicious kind. 

Do you think this would be the most considerable element in the 
fixing of rates / 

Mr. Sutrivan. It would certainly be a major element, I think. 

Senator Barrierr. Yousay a major element ? 

Mr. Sunnivan. Yes. 

Senator Barrierr. An earlier witness—I wish to point out here 
said it would be a minor element. 
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Mr. Suuuivan. If you are talking about the difference between the 
price of the ship as obtained from the reserve fleet and the fair market 
valuation that 1s now used as the rate basis by the Maritime Board, 
I think it would be major. 

Senator Barrierr. Of course I know you understand that the com- 
mittee and the Congress is required to consider the public interest 
as well. In the concluding part of your statement you said, and L 
quote: 


No matter how you look at it, a vessel owner whose interest on his capital 
cost of $1,500,000 or $2 million per vessel could not compete for long with a ves- 
sel whose capital cost Was measured only in the tens of thousands. 

Yesterday or the day before, Senator Gruening, in testifying on 
this amendment, said that although Alaska Steamship Co. vessels were 
worth less than $4 million, that they were judged for ratemaking 
purposes to have a value of just under $18 million. 

Do you think that is a fair way to do it so far as the consuming 
public is concerned ¢ 

Mr. Suuiivan. From the testimony that Mr. Morse gave, it isa legal 


way to do it. I am not prepared to comment on whether it is fair 
or not. 


Senator Barrierr. Thank you. 

The Cuamrman. If you were paying 80 cents for a quart of milk, 
what would you think about it? 

Mr. Suuiivan. I probably would quit drinking milk. 

The Cuamman. That is right. 

Mr. Chairman, before we leave this bill, 1] am going to submit an 
amendment to it; for the consideration of the committee, that the bill 
be restricted to applicants who are exclusive operators of U.S.-flag 
ships within the meaning of section 804. 

That has lots of implications and we will have to consider it quite 
thoroughly. 

Senator Barrterr. We will undoubtedly. Especially since it is 
offered by the chairman. 

The next witness is Mr. Marvin J. Coles. 

Senator Eneir. Mr. Chairman, I have read Mr. Coles’ statement, 
and also Mr. Halstead’s. I regret very much that I am going to have 
to go to another subcommittee. I don’t know how they got together, 
Mr. Chairman, but we are trying to violate a law of physics, that is, 
have one body in two places at the same time. I am delighted that 
Mr. Halstead and Mr. Coles support this legislation. I hope that we 
can work it out, together with the amendments that have been offered 
so as to get a fair bill out of this committee. 

It is very difficult for me, when a bill which I offer, is being con- 
sidered by this subcommittee, and one of my leading aircraft operators 
is appearing before the other subcommittee. It is that sort of thing 
which bothers me. I would like to ground that subcommittee for a 
while. 

Senator Barrierr. Mr. Coles. 
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STATEMENT OF MARVIN J. COLES, ON BEHALF OF AMERICAN 
TRAMP SHIPOWNERS ASSOCIATION, INC. 


Mr. Cotes. Mr. Chairman, may I say for purposes of the record 
that my name is Marvin Coles. I am an attorney and I appear in 
behalf of the American Tramp Shipowners Association, Inc. We 
appear in support of S. 2618, but would like to make certain suggested 
amendments to it. 

At the outset may I say that tramp ships are contract rather than 
common carriers. They operate on no set routes. They carry prin- 
cipally bulk cargoes, such as coal, grain, iron ore, bauxite, lumber, 
and the like. Their importance to the American merchant marine 
‘an be seen from the fact that roughly 70 percent of the total export 
and import tonnage of the United States moving by water moves on 
tramp ships. In other words, almost three-quarters of our foreign 
export and import tonnage goes on tramp ships. 

I regret that despite the importance of the tramp ships to the 
American merchant marine, it is almost a dying segment, and that 
unless some help is given to it it will soon pretty well be off the seas, 

The reason for that is quite simple. Under the existing legisla- 
tion tramp ships under American flag are held not eligible for operat- 
ing subsidy. Hence they can’t equalize their costs with their foreign 
competitors. 

Second, under recent interpretations of the Fifty-Fifty Act, 
foreign-flag tramps may be given more Department of Agricuture 
cargoes than our American tramps. 

As a result, our industry, or the tramp segment of that industry, 
is in probably the most serious depression it has ever known. 

In recent years, because of this growth in the American tramp 
commerce, as well as in the world tramp commerce, foreign-flag tramp 
fleets have been built in huge numbers. Unfortunately because of the 
economic situation of the American-flag tramp fleet, not a single 
vessel has been built and I doubt under existing circumstances it can 
be built. Hence the only way in which we can possibly upgrade the 
tramp fleet would be by a bill such as S. 2618. 

May I say in candor that because the depression of the tramp 
industry is sO great we can give no guarantee that this bill will be 
used. However, we think there is a reasonable probability theat it 
will be used and that therefore we urge its support and its enactment. 

The CuatrmMan. Marvin, what would you say is the major type of 
ship in the tramp fleet now 4 

Mr. Cores. I would say the great majority in the American-flag 
fleet. is Libertys. 

The Cuairman. I am speaking of American flag. 

Mr. Corrs. Liberty ships would be the largest number. 

The CHamsan. What would be in the laid- up fleet that could be 
better used ? 

Mr. Corrs. I would say V-2 Victorys, C—-2’s, and conceivably C 

The Cratmman. They would be more economic to meet this fares 
competition in foreign tramps would they not? They wouldn't solve 
the eres but they might be helpful. 

Mr. Corrs. Exactly that. In other words, if the basic economic 
problem can be cured or alleviated, then I think we get a substantial 
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benefit from a better class of tonnage. Remember, that a Victory has 
the same size, or a little more than a Liberty. It has half again as 
much speed. It employs roughly the same crew. Fuel costs I presume 
are about equal. 

The CuarrmMan. There is some operating advantage then ? 

Mr. Cours. Yes; no question. 

The CruarrMan. I have another question. I don’t want to inter- 
rupt you. We ended up, after World War II with, as I recall, the 
gre: utest number of tramps plying the seas. 

Mr. Cotes. Correct. 

The Cuatrman. And we are now down to what? What would be 
generally our position now, by comparison / 

Mr. Cores. At the end of the war we had almost 1,100 ships, pri- 
marily tramps, operating under the American flag. As of about 3 
months ago we had roughly 70 in the tramp trades under American 
flag. Since that time, principally because of the low rate situation, 
the largest operator of American-flag tramps who owned 13 has gone 
bankrupt. His ships have been foreclosed and sold. How many of 
those will come back into the tramp trades, how many will be 
scrapped, I don’t know. 

The second largest is not in bankruptcy, but his ships have been 
libeled in many parts of the world and hence are not operating. 

I would be making a guess, Mr. Chairman, but I would say right 
now we have probably 50 American-flag tramps in operation. 

The Cramman. So we come down from close to a thousand— 

Mr. Cotes. Over a thousand. 

The CratrMan. To 50, in this period of time ? 

Mr. Coes. Yes, sir, and more important— 

The Cuarrman. Let’s get this in perspective. I don’t think any of 
us, being realistic, expected that we were going to keep operating 2 
thousand tramp ships. We thought there would be some median in 
there, that we would keep our tramp fleet adequate for our commerce, 
defense, or whatever we want to call it. But surely no one, being 
realistic, thought that we would go down to only 50 operating under 
the American flag. 

Mr. Cores. Mr. Chairman, I would certainly agree with you and I 
think no one else realized what a great shift there would be in cargoes. 
It must be remembered that ships are basically vehicles to ¢ arry the 
type of cargo which must move. Since World War II there has been 
a great change in our trade pattern. For example, the largest cargo 
going out of the United States today is coal. Before the war, except 
for some minor shipments to South America, we were not a coal 
exporting nation. 

Second, by far, is the grain that goes out of this country. Before 
the war, again, we were a minor grain exporting nation. Now it is 
the second largest cargo carried in American ships. 

On the import side, we were not an importer of iron ore. Today 
over 30 percent of the steel-making capacity of the United States is 
built on imported iron ore. 

[ suppose for our defense purposes aluminum is certainly one of 
the principal, if not the principal components. I would say that 95 


percent of our aluminum, bauxite, the ore that makes aluminum, comes 
in on tramp ships. 
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All of these four cargoes I have mentioned which are really postwar 
cargoes for the U nited States, new cargoes for the United States 

The Crain. The need has been on the upgrade. 

Mr. Cotes. They have gone up tremendously. 

The Cuarman. Our American tramp flags hauled 90 percent and 
are on the downgrade. 

Mr. Corrs. In 1937 two-thirds of the import and export cargoes 
of the United States were carried on liner vessels. Liner vessels today 
still carry in point of number and tons more than they carried then. 
And we must continue the subsidy of our liner fleet. There can be no 
question about that. But what I do point out is that since that time 
the proportion of tramp cargoes has gone from less than one-third 
to almost three-quarters, of our own country’s commerce. And sec- 
ond, that the total volume of tramp cargoes has increased about six 
times to our own country what it was 20-some years ago. 

Senator Barrierr. Marvin, has any one foreign country taken over 
our tramp business, or has this been general ? 

Mr. Cogs. So far as I know, it has been pretty general. The Nor- 
wegians have a good sized tramp fleet, the Germans, the Liberians are 
pretty large, and Panamanians. This has become a very profitable 
business, Mr. Chairman, because so much of the American cargo goes 
in tramps that the foreigners have built a large volume of tramps. In 
America we haven't built them. This bill is the only way I know of 
that we might get new tramps under the American economic situa- 
tion. 

But as I mentioned before, unless something is done to cure the 
basic disease, I don’t see how we are going to get very much or keep 
very much of an American-flag tramp fleet. 

And if we lose that ship, we lose the fleet, we lose the jobs for the 
men working on them and we lose the operating organizations, 

The Cuatrman. What would be the percentage, generally, to cor- 

rect the record, probably you know it, of the so- called foreign tramp 
fleet that was American owned flying foreign flags ? 

Mr. Corrs. I wouldn't have the v: aguest notion. I think you would 
find there that that is a lot less than it is, for example, in tankers. 

The Cuamman. But could you get that percentage and put it in 
the record ? 

Mr. Cores. I could try. I wouldn’t have the vaguest notion of 
how to get it. 

The Cuamman. M: iybe somebody else can get it. 

Mr. Coes. Perhaps the Maritime Administration. 

The CuairMan. We will get it from them. 

Mr. Coes. I might say that of the total tramp cargoes to and from 
the United States, much less than 10 percent goes on our own flag 
ships. Much less. 

Senator Barrierr. Are any of the owners of these 50 tramps re- 
maining in the trade in a healthy financial situation, or are they all 
going downgr: ade now ¢ 

Mr. Cores. Senator Bartlett, unless they have other outside finan- 
cial interests, they are in very bad shape. 

Senator Barrierr. All of them? 

Mr. Cores. All of them. 
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You see, for well over 2 years, I would say, certainly for a year 
and a half, the volume of cargo available to American- flag ships under 
the 50-50 statute—and that is really the only business for American- 
flag tramps today because of their high cost and lack of subsidy— 
has been going down. As a result you have an overtonnage. You 
have more ships than you have cargoes. As a result of that, rates 
spiral down. [Everyone is trying to “keep out of layup. As a result, 
all rates go to the layup level, and everyone goes broke or darned 
close to it. 

The Cuatrman. Off the record. 

(Discussion off the record. ) 

Senator Barrierr. On the record. 

Mr. Corrs. The initial section of this bill—— 

Senator Barrierr. Where are you ‘ 

Mr. Cores. I am on page 3 but I am skipping a little bit. 

The Cuatrman. You say under a recent interpretation of the so- 
ealled 50-50 statute. What interpretation is that? Would you iden- 
tify that? 

Mr. Corrs. Yes, sir; of course, Senator. 

Under the 50-50 law it provides that at least 50 percent of all the 
aid cargo shall go on American-flag cargo vessels, separately com- 
puted for dry-cargo bulk carriers, dr y-cargo tankers and liners. Up 
to about a year ago it was always interpreted that that separate cate- 
gory meant that 50 percent of the total cargoes going on liners had to 
go on American liners; 50 percent going on tramps had to go on 
American tramps; and 50 percent going on tankers had to go on 
American tankers. 

Now, as a result of a fiscal interpretation by the Department of 
Agriculture, in which they said they would not finance an overall 
total of more than 50 percent, a conflict grew up as to whether or not 
the law required separate computation, or whether you could com- 
pute liner carriage against foreign tramps and so on. 

The General Accounting Office ruled you could not. I regret to 
say that your committee, sir, and the House committee, passed a reso- 
lution whic h indicated that implementation of the General Account- 
ing Office’s ruling could be delayed. And as a result of that the De- 
partment of Agriculture, which is for all practical purposes our only 
customer, has held that they can ship more on foreign tramps than they 
ship on American tramps. 

The CnatrmMan. I am familiar with that resolution. Of course, the 
purpose of that was to see what we could work out to clear up this 
muddle. 

The real distribution of the 50-50 law seems to me, the more I 
look at it, that Agriculture has interpreted that section which reads 
“at least 50 percent” to mean no more than 50 percent. 

Mr. Corrs. Precisely. For financing purposes. In other words, 
for fiscal purposes. And I think there is complete confusion, Senator 
Magnuson, between the fiscal policy of Agriculture and the law as 
this committee enacted it, and the Congress. - 

The Cuarrman. The reason I mentioned the legislation on the 
tramp situation, is that I do think that the reason for that, some of 
the overall reasons on the tanker, pretty much apply to the tramp 
situation. 
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Mr. Cores. I think so. 

The Cuairman. The conditions pretty much apply in a general 
way. 

Mr. Corrs. Very much so. A surplus of ships in relation to avail- 
able cargoes. 

Now if the 50-50 thing can be cured, I think the tramp industry 
will get back into a more healthy state. I might add this: Since these 
people have gone bankrupt in the last 3 weeks or so, and their ships 
have been taken out of service, we have gotten a better balance bet ween 
the demand for cargoes which the Department of Agriculture will 
ship on American tramps, and the supply of ships. 

So there has been a slight firming of the rates. If we could get more 
cargo we would have more ships operating. 

The initial section of this bill authorizes the Secretary of Com- 
merce to acquire war-built vessels in exchange for granting new war- 
military vassels. We certainly support that. However, the conditions 
under which the exchange can be made will. we think, cause some con- 
fusion and some inequities, and we would therefore like to comment 
on those clauses. 

If the committee would turn to page 2 of the bill, line 4, subsection 1, 
it states that the vessels will have been owned and operated without 
subsidy under title 6 of the Merchant Marine Act by citizens of the 
United States, documented under the laws of the United States, for 
at least 3 vears prior to the date of the exchange. 

In the tramp industry many vessels have been owned by their owners 
for less than 3 years. Second, many vessels in the tramp industry are 
operated for owners by operating agency companies, as you do in the 
real estate business here and elsewhere. 

Some vessels have been returned to American documentation within 
3 years. Certainly we don’t think there is any desire to distinguish 
between one owner and another. The purpose of the bill is to get 
good ships for old ships. 

And, therefore, may we suggest that the subsection be amended to 
read as follows: 

1. The traded-in vessel shall have been owned by a citizen or citizens of the 
United States and documented under the laws of the United States at the time 
of the exchange. No vessel shall be eligible for exchange if it shall have received 
operating subsidy under title VI of this Act within three years prior to the date 
at which it is offered for exchange. 

We think that will do fairness and it will better the purpose of 
the bill. 

Subsection 2, on line 9, provides that the fair and reasonable value 
of the traded-in and traded-out vessels shall be determined, as of the 
date of the exchange, pursuant to subsection D of this section. That 
refers to subsection D of the Merchant Marine Act, section 510. That 
section provides that in computing the value of the traded-in ship you 
will take into consideration the scrap value, the market value, and the 
reproduction cost depreciated value. It causes a lot of confusion and 
always has. 

People argue as to value. When you get two ships, one going in 
and one coming out, you will get confusion compounded doubly. Both 
the traded-in and the traded-out vessel under this proposed legislation 
are war built. 
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Hence there is a pricing formula for both vessels under the Ship 
Sales Act. We would like to suggest that in computing the value of 
the trade-in vessel, and the value of the traded-out vessel, we use 
those formulas and depreciate both ships on an equal 20-year basis, 
down to the date of exchange. 

If you do that, you get a common method of evaluating two war- 
built vessels on a proc edure which the Congress has previously enacted 
under the Ship Sales Act. I therefore suggest, if you will turn to 
page 6 of my statement, that the section 2 be amended to read: 

The fair and reasonable value of the traded-in and traded-out vessels shall 
be determined as of the date of the exchange by depreciating to that date— 


I have made a slight change- 


the adjusted statutory sales price of the vessels as computed pursuant to the 
formula contained in the Merchant Ship Sales Act of 1946, on the basis of a 
20-vear life beginning for each vessel on the date of its original delivery from 
the shipyard. 

In other words, use the Ship Sales Act valuation both for the 
traded-in vessel and the traded-out vessel, and the difference between 
those prices would be the amount paid to the Government. 

Subsection 4, on line 18, provides that the value of the traded-out 
vessel in excess of the value of the traded-in vessel shall be paid in 
eash. Unfortunately, many of the tramp operators don’t have the 

cash to make such payment, and I am afraid that could defeat the pur- 
pose of the bill for them. 

So therefore may we suggest that the differential be paid in equal 
semiannual installments on mortgage terms, precisely as was done 
under the Merchant Ship Sales Act of 1946, over the remaining 20-year 
life. And that clause we would suggest would read: 

Section 4: The value of the traded-out vessel, which is in excess of the value 
of the traded-in vessel shall be paid either in cash at the time of exchange or in 
equal semiannual installments from the date of exchange to the date 20 years 
after the original delivery of the vessel from the shipyard. Interest at the rate of 
slo percent per annum shall be payable semiannually on the outstanding 
amounts of such indebtedness. 

The CrarrMan. Have you cleared that with the Treasury ? 

Mr. Cores. [have not. 

May I say that the 314 percent figure is merely the Ship Sales Act, 
146, 

The obligation with respect to the payment of any unpaid balance and interest 
thereon shall be secured by a preferred mortgage on the traded-out vessel. The 
traded-in vessels shall be free of all mortgages and other liens at the time of 


exchange. 

Sir, in the next part of my statement I suggest that section 5(C) be 
amended, but a computing depreciation is a difficult problem. I should 
hke to change that if I may and suggest that that entire section be 
stricken. I have found, on further research, that the spirit of this sec- 
tion was thrown out deliberately in the Ship Sales Act and sub- 
sequently the section 9 of the Ship Sales Act, retained for a certain 
type of vessel on which adjustment was given, was also deliberately 
thrown out by the Congress. 

I would suggest therefore elimination of section 5 rather than merely 
changing subsection (C) of section 5. 
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The CuarmrMan. The reason it was thrown out, as I recall, is that we 
didn’t know how to compute the difference between the different com- 
panies involved. 

Mr. Cotes. Precisely. 

What I am saying is this: People are buying an old ship. They are 

taking the risks of the market. If the price goes up, that is fine. If 
the price goes down, that is also fine. And whatever the just compensa- 
tion is for these vessels should apply in the same way as it does for 
all other vessels sold under the 1946 act. 

Lastly, sir, subsection (6), on line 4 of page 4, provides that sub- 
section (e), of 510, shall not apply to these trade-ins. Subsection (e) 
of 510 prov ‘des that when a vessel is traded i in, there shall be no recog- 
nition of gain or loss for Federal income tax. purposes. In this case, 
suppose a man has a vessel which is depreciated to its scrap value of say 
$50,000. It has a market value and a trade-in value, we will say, of 
$200,000. Unless this provision of subsection (e) is permitted to apply, 
we would automatically have a capital gain of $150,000, and would 
have to pay $37,500 over and above the amount he has to pay for the 
new ship. 

Obviously that would hinder the workings of this statute. The 
Government is not prejudiced in this case because under section 510(e), 
while it is true he pays no capital gain, the base of the new ship is 
reduced to the base of the old ship for depreciation purposes, plus 
any new money he has put in. 

For example, suppose in this case the book value was down to 
$50,000, the trade-in value was $200, 000, and the traded-out value was 
$400,000. He would have paid $200,000 to the Government, and he 
would get credit for only the additional $ $50,000, the original base of 
his traded-in ship. 

So it is fair for both. Hence we would suggest that subsection 
5(e) should apply, and hence that subsection 6 of the present. bill be 
amended by striking out the word “not”. 

The CHatrmMan. If we put that in the bill and it finds itself in the 
Finance Committee, then there will be no bill at all. 

Mr. Corrs. Senator, I am not certain of that, because if you just 
eliminated this whole section, subsection 6—— 

The Cuatrman. And let Internal Revenue rule on it ? 

Mr. Corrs. Of course. 

The CHatmrman. The way they want to rule? 

Mr. Corrs. As a matter of fact I think that would be the only ruling 
because even forgetting 510, the old like-for-like rule of the Internal 
Revenue Code I think would apply here and give the result I suggest. 

The CuarrmMan. That could be a way to let Internal Revenue handle 
the problem, the way they think they should handle it on the capital 
gain involved. 

Mr. Corrs. Precisely. In other words, if you strike this out, 510 
(e) would apply. 

Senator Bartierr. Do you have any further questions? 

The Cuatrman. No, I have none. 

Senator Bartierr. Senator Scott ? 

Senator Scorr. I have no questions. 

Senator Barrierr. I have no questions, Mr. Coles. 
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I want to thank you for making a very explanatory and useful 
statement. It became very clear that the prepared written statement 
that you presented was not ghost written. 

Mr. Cores. No, sir. Thank you. 


Mr. George Halstead, vice president of Alcoa Steamship Co. 


STATEMENT OF G. C. HALSTEAD, VICE PRESIDENT AND DIRECTOR 
OF ALCOA STEAMSHIP C0., INC. 


Mr. Hausreap. Mr. Chairman, my name is G. C. Halstead. I am 
vice president and director of Alcoa Steamship Co., Inc., whose 
principal office is 17 Battery Place, New York City. 

Alcoa has operated U.S. ‘flag vessels during and since World War 
II in both the foreign and domestic trades without operating subsidy. 
The fleet owned by our company consists of 10 C-1B vessels, 3 C-2 
vessels and 3 combination passenger-cargo vessels. 

Our company operates a weekly common carrier service from the 
North Atlantic ports of Baltimore and New York to the three princi- 
pal ports in Puerto Rico; the vessels employed in this service also 
call at the Virgin Islands and return with bulk sugar or phosphate 
rock. We are the only regular common carrier serving the Virgin 
Islands. Alcoa also operates a weekly service from Baltimore and 
New York to the principal ports in Venezuela, Trinidad, British 
Guiana, Surinam, Curacao, and Aruba. In the gulf, Alcoa operates 
a weekly common carrier service between Mobile and New Orleans 
and the three principal Puerto Rican ports. Our combination pas- 
senger-cargo vessels offer a weekly service from Mobile and New 
Orleans to Jamaica, principal ports in Venezuela, Curacao, and Trini- 
dad. We also have other common carrier services from east gulf 
ports to Dominican Republic, Haiti, Virgin Islands, British and 
French West Indies, Aruba, British Guiana, and Surinam. 

Alcoa urges enactment of S. 2618, which is designed to authorize 
the exchange of war-built vessels owned and operated by U.S. citizens 
for more desirable vessels owned by the Government, or which may be 
acquired by it some time in the future. 

Specifically, the bill aif ides that any vessels which are traded in 
shall have been owned by a U.S. citizen, documented under the laws 
of the United States, and operated without subsidy under title VI 
of the Merchant Marine Act, 1936, for at least 3 years prior to the 
date of the exchange. Fair and reasonable values of the traded-in 
and traded-out vessels are to be determined by the Maritime Admin- 
istration as of the date of the exchange under the criteria set forth in 
section 510(d). That subsection descr ribes the factors to be taken into 
consideration in determining allowances for vessels traded in in con- 
nection with new building programs. In addition, in determining 
the fair and reasonable value of both the traded-in and traded-out 
vessels, the Maritime Administration is to consider the cost of plac- 
ing the vessels in class for operation under U.S. flag, and if a traded- 
out vessel is of the military type, the cost of restoring such a vessel 
for commercial service. 

It is expected that the value of the traded-in vessels shall be equal 
to or less than the value of the traded-out vessel. To the extent that 
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there is a difference in value, it will be paid in cash by the company 
to the Government at the time of the exchange. 

The present bill also contains certain safeguards to the Government 
in respect of limiting vessel values for purposes of requisition and 
continued documentation under the laws of the United States. If the 
vessel is subject to any prior conditions with respect to purchase or 
requisition, those conditions are made not applicable, and only the 
conditions stated in the bill will apply after the exchange. 

Paragraph (6) of the bill is intended to make it clear that gain 
will be recognized for tax purposes, and a tax paid on the difference 
between the book value for tax purposes of any vessel traded in, and 
the exchange value es determined by the Maritime Administration. 
Thus, neither section 510(e) of the 1936 act, which states that no gain 
will be recognized, nor other applicable exemption from capital gain 
tax in the Internal Revenue Code, will apply to any exchange. The 
initial tax basis of the traded-out vessel will be the exchange value 
plus cost of capital additions, repairs to the vessel, ete. 

The interest of this company in the legislation is principally in 
connection with its 10 C-1B vessels. If this legislation is adopted, we 
contemplate trading in these C-1B vessels for C-2 or C—5 or other 
better type vessels. This would assist us in continuing to serve the 
essential trade routes on which we operate and also to make available 
larger, more efficient, and faster vessels in active operation in event 
of a national emergency. These exchanges would permit continued 
operation of a substantial fleet of vessels under U.S. flag, employment 
of U.S. crews, improved service to shippers in the Caribbean area, 
including Puerto Rico and the Virgin Islands, and in the coastwise 
trade. Without aid of the legislation, we are faced with the prob- 
ability of having materially to reduce our service with vessels of 
U.S. registry. Our alternative to upgrading our active fleet by vessel 
exchanges would be to keep the C-1B vessels only until the end 
of their useful life. 

With respect. to the general desirability of the legislation, we be- 
lieve that it will ace omplish the objective of a more desirable fleet of 
vessels in active operation under U.S. flag which will be readily avail- 
able for immediate national defense purposes. The legislation will 
produce cash returns to the Government, will give further opportuni- 
ties for work to U.S. shipyards, both in respect of placing the vessels 
traded out in class, as well as in connection with conversion of the 
traded-out vessels to more desirables and useful specialized types such 
as lumber carriers, containerships, and bulk carriers. If this com- 
pany exchanges its C-1B vessels for C-2’s, C-3’s, or other more 
desirable types, it is its intention to make capital expenditures for 
repairs and improvements in the vessels suitable to its trade. 

We believe that the text of the present bill is fully adequate to 
cover the objectives of the legislation. We have, however, a few sug- 
gested amendments. They are: 

In subsection (1), page 2, line 4, reference should be to the traded- 
in vessels” rather than “vessel,” in order to make it clear it may be 
possible to trade-in more than one vessel for each vessel traded out. 

In subsection (4), page 2, line 19, we suggest the language be 
changed to read “traded-in vessel or vessels” for the same purpose. 
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In subsection (6), page 4, line 4, we suggest revision of the word- 
ing as follows: 

(6) Neither subsection (e) of this section, nor the nontaxable exchange pro- 
visions of the Internal Revenue Code, shall apply to the exchange of vessels 
under this subsection. 

This amendment will make it clear that a taxable gain will be rec- 
ognized both for purposes of the 1936 act and the Internal Revenue 
Code. This suggestion eliminates the ambiguity in the legislation 
pointed out in the Comptroller General's letter to the chairman of this 
committee dated September 24, 1959. 

Subsection (5) of S. 2618 relates to requisition values. We believe 
that this provision is unduly restrictive and should be changed. The 
subsection provides that the vessels may be requisitioned at book 
value for an indefinite time in the future. 

The vessels to be exchanged will generally range in age from 13 to 
18 years in respect of exchanges taking place in 1960. We do not 
think that statutory restrictions, wholly indefinite in time, should be 
placed on these older vessels. The vessels are being traded in at a 
commercial value, and the vessels being acquired will be priced at 
commercial value. It is in the nature of a business transaction with- 
out element of subsidy. There is no reason to impose these conditions, 
which run with the title to the vessels, and attach until the vessels 
reach the scrap heap. There will be administrative problems faced 
by Maritime in policing the status of these vessels. 

The policy of the Merchant Ship Sales Act of 1946 was not to 
encumber vessels sold thereunder with restrictions as to value on 
requisition. A proposal was made to amend the Merchant Ship Sales 
Act prior to its passage to provide special limitations on valuation, 
and this amendment was rejected. The fact is that certain such 
restrictions on vessels adjusted under section 9 of the Ship Sales 
Act were lifted by Congress in 1956 (Public Law 1004, 84th Cong., 
Aug. 6, 1956). This law had the effect of placing vessels adjusted 
under section 9 in the same position as vessels sold under the 1946 
act in respect of requisition values. The Senate report on Public 
Law 1004 (No. 1861, Apr. 26, 1956) stated that these restrictions— 
clearly resulted in what the committee feels is an inequitable and unintended 
discrimination against those persons who purchased vessels prior to the enact 
ment of the Ship Sales Act of 1946. 

Mr. Chairman, with your permission, may I continue with a com- 
ment on some of the amendments ? 

Senator Barrterr. We will be pleased to hear you. 

Mr. Hatsrrap. We are opposed to the amendments by the Senators 
from Alaska concerning statutory valuations for rate purposes on 
the traded-out vessels, and we also oppose the offer of vessels to cer- 
tain named persons at substantially less than their true value. We 
concur with the previous statement by the AMMI on these points. 

We believe that the transactions under this bill should be subject 
only to the normal commercial ship title provisions and should not 
place further burdens on the aceidioidins operator who is already 
operating at a serious disadvantage. 

We are sympathetic to the maritime amendment concerning the 
preparation of the traded-in vessel for layup. We believe however, 
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that costs involved in such preparation should be included as a factor 
in determining the value of the traded-in vessel. 

Mr. Magnuson, we are disturbed to hear your amendment concern- 
ing the possible exclusion of companies operating both American- and 
foreign-flag ships. We at Alcoa are desperately trying to find a way 
to save the jobs of some 1,000 American seamen who are presently em- 
ployed on our ships, which ships, unfortunately, are rapidly approach- 
ing the end of their useful life. This bill, prior to your amendment, 
did offer a ray of hope that we might continue our American-flag 
operation. 

The Cuaimman. Mr. Halstead, the amendment would be modeled 
on the meaning of section 804, which has a waiver provision. 

Mr. Hausreap. That is fine. I have to plead some ignorance in 
the details of legislation. 

The Carman. You understand the general purpose of the amend- 
ment. Your subsequent statement bears that out. What we are trying 
to do is to get a few of these ships back under the American flag. 

Mr. Hausreap. That is exactly what we are trying for. It is a very 
serious problem. 

The Cuamman. Including your company. 

Mr. Harsreap. We have made quite a contribution to the Ameri- 
can flag as compared with people who are in direct. competition with 
us, and we are proud of that contribution. We would like to continue 
on if it is possible. Yet, we feel that the stand we are taking is not 
exclusively an Alcoa standard. It is a stand that most unsubsidized 
operators readily agree with. 

The Cuairman. And this bill, in effect, would offer you a chance to 
move a little bit more under the American flag, would it not ? 

Mr. Hausrrap. I think it will give us a chance to stay alive fora 
short period. 

The Cuamman. Or at least to continue. 

Mr. Hatsreap. To continue to stay alive for a short period; yes. 

Senator Barrierr. How many ships does Alcoa operate ? 

Mr. Harsrrap. Alcoa Steamship today is operating approximately 
40 ships. 

Senator Barrierr. You mentioned the service to Puerto Rico from 
Baltimore and New York. Is that only a freight service or is that a 
combined passenger-freight operation ? 

Mr. Hausreap. That isa freighter service. 

Senator Barrrerr. You know, Mr. Halstead, if the Canadians § 
years ago had been willing to permit us to use some of the water 
from the Yukon River, I have no doubt that Alcoa would be operat- 
ing now in Alaskan waters because there was an intention to put up a 
big aluminum plant in southeastern Alaska. 

Mr. Halstead, would you comment now, or perhaps later in writing, 
depending upon your choice, as to the amendments suggested by Mr. 
Coles? , 

Mr. Harsreap. I am not sure exactly which amendment you refer 
to. 

Senator Barrierr. I thought you might want to examine all the 
amendments he has proposed and make comment. You can’t do it 
now, [ realize, but I thought you might want to study it. 
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Mr. HausreaAp. I thought it would be more appropriate for the 
American Merchant Marine Institute, rather than an individual 
operator, to make comments on such amendments. 

Senator Barrierr. I think your suggestion is a good one. We will 
ask Mr. Shapiro to do that. 

Thank you Mr. Halstead. 

Mr. Thomas Houston, for Bull en” 0. 

The Cuarrman. Where is Mr. McCarthy ? 

Mr. Hovusron. Unfortunately, Mr. McCarthy has been unavoidably 
detained in New York. Hence my appearance in substitution. With 
your permission I present this statement by Mr. McCarthy. 

Senator Barriterr. You are a worthy substitute. 

Mr. Houston. That remains to be seen. 

Senator Barrierr. We will be glad to hear from you. 


STATEMENT OF F. M. McCARTHY, AS READ BY THOMAS HOUSTON, 
A. H. BULL STEAMSHIP CO. 


Mr. Housron. This is the statement of Mr. Frank McCarthy. 

My name is Frank M. McCarthy. Iam a vice president and direc- 
tor of A. H. Bull Steamship Co., and a vice president of its wholly 
owned subsidiary, the Bull-Insular Line, Inc. Our principal office is 
at 115 Broad Street, New York City. 

Bull has operated in the Puerto Rican trade since the late 19th 
century, in the coastwise trade since about 1902, and has engaged in 
other general cargo and charter operations. It is the princip: al carrier 
in the Puerto Rican trade offering two sailings each week from New 
York and one sailing each week ‘from Baltimore and Phil: adelphia. 
In this general cargo service—including service to the Dominican 
Republic —it regul: wly employs six C—2 type vessels, using two extra 
(-’s as scheduling and traffic warr: mits, as well as Liberty ships for 
extra lifts, explosives, and other special cargoes. Bull also operates 
in the coast wise bulk trades. Its fleet consists of e ight C-2 type vessels, 
three Liberty-type colliers, and four conventional Liberty ships. 

The Bull companies support enactment of S. 2618 authorizing the 
exchange of war-built vessels for more eflicient or desirable vessels 
owned or to be acquired by the Government. If the bill is enacted 
into law, Bull contemplates the exchange of two to four vessels now 
in its existing fleet for from two to four C-+4 type vessels. It expects 
to utilize the C—4 type vessels for combination van container-break 
bulk operations in its West Indies service. Without any alteration 
of the vessel, our analysis indicates that the commercial C-4 would 
permit the handling of forty-eight 35-foot trailers, leaving about 
670,000 cubic feet of cargo space for smaller vans, containers, and 
break-bulk cargo. With deck alterations and some conversion, the 
C+ can be expanded to handle eighty-four 35-foot trailer boxes or 
one hundred and sixty-eight 17-foot Vans, or a combination of both, 
with about two 17-foot vans to one 35-foot trailer, with no reduction 
in break-bulk cargo space. 

With more extensive alterations the C++ type vessel can be exp: anded 
into a unit capable of carrying one hundred and seventy-eight 35-foot 
trailers or three hundred and fifty-six 17-foot vans or a combination 
of both, leaving almost the equivalent of a C-2 in cubic capacity for 


break-bulk cargo space—about 435,390 cubic feet. The estimated 
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costs of these alternative conversion plans which have been prepared 
for our company is as follows: 


Plan 1—Deck alterations and some conversion of C—4 


Cut of bridge house and bodts......-...2-.....22 phot tie es eee 

RIOIRS UCI PRR SRN eget SR a ts ee ee 8 ro eae —1, 000 
Install rail saddles for containers 2 to 6_.--__-_--_-_- ae ee ee 50, 000 
Cut 14 sideports_ ht i ek adi ier a hee Si ne ee x pciniaigtneeamapstbicnice Es: ODE 
Install 14 covers on sideports a acces ohbaith txts ex risa on ea chen sachin cant canaries 75, 000 
mecate Meeriie: Trader, tire sigtdis....2-....-- 02 eee GRO 
Shift monkey wheelhouse and wings___------__-~-------- rccsadhisiesttcoen tat 2 ta 
Sint CANIS OMICE AHO. TOG, TADIO“ a. ncn ccna cence cacccncn wos. SOO 
OE tAOnOWwas ANG MISCOIONOOUS on ek nn Smee beciapen, . ee 


ahaa adic cases a cecrucctac. S 





Alteration costs 


Plan 2—Exvtension conversion of C-4 


Remove 5 and 6 decks________ eh Bat Sp an oi ntl yh Dee ie su 3h Oe 
Remove booms and winches 5 ‘and ee A 2 ee 2, 000 
Relocate bulkhead 5 and 6 (13 feet aft) __-__-__-__- eae: 


eg ee A er SET a 
sn i a a at 60, 000 
Oat out an tweendecks...........=.-.22.<< Se ee siesta. ee 
een PU OURAN 3 2 ee Bataan a kee 60, 000 
CPONO BAIS cciccincs lasik a pind betas Sa insomnia Seid Estate acbadak etd tetas eee ee . 15, 000 


US a RN a ae BD a a Ds a ae 200, 000 


Conversion costs_______ 833, 000 


Mr. Houston. I might add that there may be some changes we 
might want to make in respect to this, partic ‘ularly to the item of a 
crane, a traveling crane on hatches 4 and 5 that we may eliminate and 
simply use a shoreside crane on a rental basis which may be more 
economical and serve the same purpose as well. However, with the 
crane it would be around $833,000. 

These plans to upgrade its fleet by acquiring from two to four C++ 
vessels are a part of Bull’s steady program of developing its unitized 
cargo operations in its general cargo service. As a result of studies 
which were carried on through World War II, Bull started using 
smal] 8-foot cargo containers in its regular break-bulk cargo ships 
immediately after it resumed commercial operations in 1946. After 
further studies, in the early 1950’s Bull pe into service its specially 
constructed Bull Line safety van—and I have a picture here, if the 
committee would like to see it—a 15-foot van with both side and end 
loading. The side loading was designed for the narrow streets in old 
San Juan in Puerto Rico, and the end loading for the platform truck 
loading operations in the United States. The number of these vans has 
been steadily increased and their design has been improved. Re- 
frigerated vans were put in service. In December of 1959, Bull added 
70 large 33-foot trailer bodies, and placed order for 166 new 35-foot 
dr y cargo demountable trailer bodies with matching chassis and thirty 
35-foot refr igerated demountable trailer bodies and mate hing chassis. 
Deliveries under these orders are now underway and are to be com- 
pleted by April 1. 

From its long experience with the Puerto Rico trade and unitized 
operations, it is the belief of this company that a comprehensive serv- 
ice must include break-bulk service as well as containers, vans, and 
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trailers in various sizes and types to suit the particular needs of in- 
dividual shippers and consignees. 

There are, for example, many shippers in the Puerto Rico trade 
who cannot ship the volume of cargo necessary to fill a 35-foot trailer. 
In such cases, the smaller 17- or 15-foot van would be more suitable and 
shippers of still smaller quantities can utilize the 8-foot containers. 
Moreover, a substantial amount of cargo is not susceptible to con- 
tainerization. ‘These include such important traffic as automobiles, 
trucks, long-length pipes and steel plates, parcels of bulk cargo, et 
cetera. The C—+-type vessel would give us enough space to combine in 
one ship the variety of unitized operation, and the break-bulk cargo 
space which we need for an expanded, comprehensive service. 

Senator Barrierr. Thank you, Mr, Houston. 

Mr. Hovusron. In addition may I read another statement, my own 
this time ¢ 

Senator Barrierr. Yes, sir. 

Mr. Housron. It has to do with the amendment that the Maritime 
Administrator offered in last Monday’s testimony. 

[ would like the record to show that we are opposed to amendment 
A, suggested by the Maritime Administrator last Monday, as it 
affects paragraph 3 found on page 2, beginning on line 14, that would 
strike out the cost of reconverting and restoring vessels of the military 
type for normal commercial service. 

The effect of this proposed amendment would, as a practical matter, 
make it almost impossible for us, I will say, to exchange operating 
vessels for reserve fleet vessels of the military type. The C—4-type 
vessels in the fleet which my company is interested in are all troop 
transports, which would require extensive conversion. At that point 
it is interesting to note that the Maritime Status Report of May 1, 
1959, prepared ‘by the Joint Maritime Administration Naval Planning 
Group. specifically recommended that these troop transports be 
converted to freighters. 

Our plans as of now are based on the conventional C-4, with a 
fair and reasonable value for both traded-in and traded-out vessels. 
I believe, therefore, that any amendment that tends to eliminate 
adjustment in value for reconversion would have the effect of de- 
feating the purpose of this bill which, as I see it, is to assist in the 
upgrading of the American merchant marine and the improving of 
our position in the carriage of our domestic and foreign commerce. 

Senator Bartierr. Thank you, Mr. Houston. 

Chairman Magnuson ? 

The CrarrmMan. Of course, Mr. Houston, in that case any bill 
would leave it up to the Maritime Commission to determine as to 
what status they wanted the ships delivered. 

Mr. Hovusron. That’s right. 

The Cratrman. It would be up to their discretion. In this par- 
ticular case I don’t believe they would be unreasonable about it. 

Mr. Hovsron. No. We would naturally have to take a look, if 
and when this bill is enacted into law. 

The Cuatrman. I can think of some cases where they might say 
deliver the ship as is. 

Mr. Hovsron. That could be. We don’t want to burden ourselves, 
to price ourselves out of the market. 
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The Cuartrman. If they put too much restrictions on you—— 
Mr. Houston. Then we would have to take another hard look at it. 
Senator Barrierr. Did Bull ever offer passenger service? 


Mr. Houston. We do at the present time. On our C-2’s under 


the law we are required or allowed to carry 12 passengers, which we 
do at the present time. 

Senator Bartierr. Can you break even on that? 

Mr. Hovusron. Well, Senator, I am not in the accounting end of 
the business. I would say that it is good business to carry 12 
passengers on a freighter. 

Senator Barrierr. You may be the last representative of a carrier 
to appear on this bill. Certainly you are the last witness today. I am 
still looking vainly for one carrier who will support the Bartlett 
amendment. 

Mr. Hovsron. Senator, I was afraid you were going to ask me that. 
In fact, I have been having ulcers all week expecting that. 

I would hate to comment on the merits of your amendment, either 
for or against, for the simple reason that I have not had the oppor- 
tunity at any time to discuss this testimony with my company. I 
would say this: that I think—and I am saying this personally—that 
the amendments that were offered by yourself and your colleague, 
would be better handled separately rather than to encumber this 
bill with a lot of amendments that may make it a little confusing. 

Senator Bartrierr. By way of comparison, this constitutes, as far 
as I am concerned, an outright endorsement. Only by way of com- 
parison. I have no further comparison. 

Mr. Hovsron. There is where an inexperienced witness before a 
Senate committee may get himself in wrong. 

Tam not saying one way or the other, Senator. 

The CuatrmMan. That is usually the case of most witnesses. 

Senator Barrierr. I consider that an endorsement, if you don’t 
takea position at all. 

The CnarrMan. Thank you very much. 

Mr. Grinsterx. On the maritime amendments, the third one was, 
“add the words ‘or otherwise’ after the words ‘purchaser requisition’ 
on line 24, page 2, paragraph 5 of the bill. Do you have any comment ? 

Mr. Hovsron. Only that I don’t know what they mean by the word 
“otherwise.” What other way would they get a vessel? By buying 
it or taking it away from us. What other w ay would there be?’ I 
don’t think that there is too much—personally, and I am speaking 
again without instructions—I do not think that that is too much of a 
thing to worry about. 

Mr. Grinstern. In other words, you think it is taken care of in 
the bill anyhow ? 

Mr. Hovsron. I would say so. The original bill as it stands suits 
us fine. 

Senator Barrierr. Thank you very much, Mr. Houston. 

The Cuatrman. Off the record. 

( Discussion off the record.) 

Senator Barrierr. This concludes the hearings on S. 2618. 

(Thereupon, at 12:11 p.m., the hearing in the above matter was 
adjourned. ) 
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THURSDAY, FEBRUARY 25, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:40 a.m., in room 
213, Old Senate Office Building, Hon. Warren G. Magnuson (chair- 
man of the committee) presiding. 

The Cuarrman. The committee will come to order. 

Today’s hearing is on 8, 3018, a bill that would enable the Maritime 
Administration to advance installment payments of principal and 
interest for vessels which have been extended the benefits of title XI 
mortgage insurance. 

Due to depressed economic conditions, some tanker operators have 
been unable to meet their mortgage payments and others are likely 
to be in the same position. Unless legislation similar to that under 
consideration is enacted, the Maritime Administration will have to 
pay the full amount of the mortgage guarantee. 

The Chair wants to state for the record, of course, that S. 3018 
will not cure the tanker problem, but we hope the testimony will go 
to the causes for the present depression as well as the future of the 
tankship industry. 

(S. 3018 follows:) 

[S. 3018, 86th Cong., 2d sess.] 


A BILL To authorize the Maritime Administration to make advances on Government 
insured ship mortgages 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 of the Merchant Marine 
Act, 1936, as amended, is further amended by adding after the words “* * * to 
secure indebtedness * * *” the words “* * * or constituting collateral for 
mortgage loans insured under the provisions of tithe XI of this Act, * * *” 

(2) Seetion 1105(b) of the Merchant Marine Act, 1936, as amended, is further 
amended by inserting after the words ‘“* * * required to pay by subsection (a) 
of this section,” the words “* * * or permitted to advance pursuant to sub- 
section (f) of this section,” 

(8) Section 1105 of the Merchant Marine Act of 1936, as amended, is further 
amended by inserting at the end thereof a new subsection as follows: 

“(f) Where the Secretary of Commerce has insured a mortgage under the 
provisions of this title, the Secretary may make advances to or for the benefit 
of the mortgagor, for the purpose of making payments of principal, interest, or 
both principal and interest, payable under the terms of the insured mortgage. 


Such advances shall be on such terms and conditions as the Secretary may 
prescribe.” 


The Cuatrman. We have as our first witness an old friend of the 
committee—a former member—former Senator Charles Potter, who is 
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the executive director of the Committee of American Tanker Owners. 
Tne. 
All right, sin 


STATEMENT OF HON. CHARLES POTTER, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN TANKER OWNERS, ACCOMPANIED BY 
MARVIN COLES, GENERAL COUNSEL, WASHINGTON, D.C. 


Mr. Porrer. Well, Mr. Chairman, it is a pleasure to appear before 
the committee. Itis the first opportunity [have had to be on the other 
side of the desk, and I am most appreciative of the chairman's cour- 
tesy in extending this opportunity to testify. 

Along with me is another friend of the committee, who has been here 
many times, Marvin Coles, who is the general counsel for the Commiit- 
tee of Tanker Owners. 

Mr. Chairman, my name is Charles Potter, and [ am here today in 
my capacity as executive director of the Committee of American 
Tanker Owners, Inc. 

The Committee of American Tanker Owners, Inc., is composed of 
13 companies owning the most efficient, largest and modern tankers in 
the world. The tankers constructed by the members of this commit- 
tee were all built with Government mortgage guarantees representing 

1 total mortgage obligation to the Government of over $200 million 
aia a private investment on the part of the owners in excess of $50 
million. 

Mr. Chairman, I wish to make a preliminary statement which will 
be followed by a more detailed statement by Mr. Joseph Kahn, the 
president of the Committee of American Tanker Owners, Ine., and 
Mr. Tom Spears, if he is able to get here. He is flying down from 
New York and whether he is able to land or not, we do not know. But 
we have his statement here, and if he is not here we would like to have 
his statement submitted for the record. 

The Cuarrman. Without objection, it will be put in the record in 
full if he does not get. here. 

Mr. Porrer. Mr. Spears is the vice president of the committee and 
a member of the board of directors. He is the president of the 
National Transport Corporation and the owner of one of the world’s 
largest tankers. 


The CuarrMan. For the record, the Commit tee of American Tanker 


Owners, Inc. is composed of 18 companies owning the largest and most 
modern tankers in the world. 

How many ships would that be? Do you have that figure ? 

Mr. Porrrr. As far as ng! committee is concerned, it is 13 ships. 

The Cuarrman. Oh, I see; 13 ships. 

Well, you have 13 companies ¢ 

Mr. Porrrer. Yes. Each ship is a company. That is because of 
Government mortgage reasons. 

The CHatrmMan. Each ship is considered a separate operation be- 

‘ause of the mortgage rules / 

Mr. Porrer. Yes, sir. 

The CHatrrman. All right. 
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Mr. Porrer. We wish to discuss with your committee, Mr, Chair- 
man, the bill which you have introduced, S. 3018, which would au- 
thorize the Maritime Administration to make advances to cover mort- 
gage and interest payments on Government-insured tanker mortgages. 

The passage of this bill would not solve our problem but would give 
us a bres athing space. We would like to discuss with your committee 
our views as to what Government action can be taken to provide the 

cargo necessary for the utilization of these modern tankers. 

First, I wish to stress why this legislation is necessary. At the 
time of the Suez crisis the Department . of Defense, the Department of 
Commerce, and the Congress became greatly concerned- 
so—by the lack of tanker construction since World War IIL. 

It was stressed time and time again that unless new modern tankers 
were built our national security would be greatly impaired. As a re- 
sult of proper Government concern over the lack of new modern tank- 
ers for our national defense, legislation was enacted as an inducement 
and encouragement for private capital to invest in the construction 
of these tankers and the Government guaranteed the mortgages on 
these ships under title XI of the Merchant Marine Act of 1936, these 
tankers to be built in American shipyards and to fly the American 
flag. 

From the time this program was adopted until these ships were 
launched, the economic condition for their use changed considerably. 
At the present time there is a surplus of tanker tonnage as compared 
to the petroleum products to be shipped. The American flag tanker 
is unable to compete with foreign flag tonnage in the offshore petro- 
Jeum trade. 


Therefore, 


and rightly 


the members of our committee have their new vessels 
either laid up, losing as high as $5,500 per day, or have them em- 
ployed in the spot market, still suffering great financial losses. Their 
working capital is being drained at an ‘alar ming rate. Time is of the 
essence. In a matter of months, unless legislation of this kind is 
adopted, the Federal Treasury will be c alled upon to make default 
pape of approximately $200 million, the private investment of 
over $50 million will be lost and this program, despite the urging of 
the interested agencies of Government and the Congress, will be an 
admitted failure. 

Consequently, it seems consistent and logical—and as I understand 
it, this is also the position of the Administration—that Federal funds 
be used to meet the mortgage and interest payments when due. This 
bill, S. 3018, would enable the Government with an expenditure of a 
few million dollars to keep from making default payments of over 
$200 million. The Government’s obligation on its mortgage guaran- 


tees would be reduced by the amount of funds paid on current mort- 
gage payments. 











90 AMENDMENTS TO THE MERCHANT MARINE ACTS 


Mr. Kahn and Mr. Spears will go into this subject in greater detail 
in their testimony. I would like to leave the committee with the 
thought that this legislation is desperately needed and the sands of 
time are running out. We cannot wait until the patient is dead 
before we administer first aid. 

Admittedly, this bill does not provide one additional ounce of 
cargo for our tankers. If our tanker problem is to be resolved, cargo 
must be found for their utilization. 

Mr. Chairman, the American-flag vessels carry less than 3 percent 
of all the oil imported into the U nited States by water. The domestic 
trade, which in most cases is more suited to the T-2 type tankers than 
to our title XI tankers, is not sufficient to utilize all of the American 

tankers. Therefore, the solution of securing cargoes for these ships 
must come from foreign imports. 

As you know, the importation of petroleum and petroleum prod- 
ucts today is a privileged cargo. The President in establishing the oil 
import control program in the interest of national defense sought to 
protect and save our domestic oil production by limiting the amount 
that can be imported. 

Every importer of petroleum products must secure a license from 
the Department of the Interior. Consequently, the importation of 
petroleum and petroleum products is not a commercial cargo as we 
normally consider commercial cargo but rather is a privileged com- 
modity. 

The CuHatrmMan. What isthe percentage at now ? 

Mr. Porter. The percentage of importation ? 

The CHarrMan. Yes. I mean the total overall. There is a limi- 
tation on the amount we can import, isn’t there ? 

Mr. Porrer. Mr. Coles, the general counsel, I think has that infor- 
mation. 

Mr. Cores. Mr. Chairman, my figures are not accurate but I think 
they are close. My recollection is that roughly 9 percent of the crude 
oil used on the east coast is imported and roughly 23 percent on the 
west coast is imported. However, in addition to that, you have petro- 
leum products imported. 

The CuarrmMan. There must be some figures as to the total amount 
of imports. 

Mr. Cotes. I believe I can furnish the committee with those figures. 


WHERE IMPORTS COME FROM 


The Oil Imports Administration last week issued a country-of-origin break- 
down of imports for the period from March 11 through December 31 for crude 
and unfinished oil, and from April 11 through December 31 for products and 
residual fuel. 
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Similar reports will be issued each 6 months. Here are the OIA figures 


, in 
thousands of barrels daily: 

















| District | District | District | District 
=~ ft 2. te Le 
‘ | | ai | 
Crude oil: | Finished products: 
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CNR oooh cscs “ 56.0 | 38.4 || Netherlands Antilles__-__| 42.0 | 4.9 
GNU iidiicnincedncicmed 32. 5 | 2.6 |} Ss ateiecnndadad cae a Sibi dna 
ee 8 34 68. et 3.5 | 25.0 United Kingdom. ___.___- Wek fest 
Re a eas a eee BOS  Eekta teste | eee ee 28.6 | 7 
eee ere 118.8 | 31.0 —| a 
Neutral Zone__......._- x 20. 2 | 20.2 || WO ken edn can ees 72.6 | 6.5 
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Sandi Arabis........<...- 43.2 17.5 || Residual fuel: 
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| | AEE SE ea ; , 2 oe ; COONGEN PAN UUNNOIR aa cnttiiccel maitre Ga Ldbsceiee 
Pe i 42 ska taduaewa 2 Hl yy,” ERSSSRSS TES TA Bt deca ctie 
te eee ea i fene . United Kingdom.___._... ini iaiaacaes 
Pn x ichbunccccneeansdlotodnamamen 3.0 | ee - 4 ee 
Kuwait pene 10.2 1.6 ———__|____—_- 
Netherlands Antilles- --_- 5] 6 || Nici -ncadasscngiaapaisiandadibee SO O laickascace 
Neutral Zone............. Oe cane 2 
. | =i 3.1 1.7 
Venezuela. -.........---- 12.8 | 5.4 | 
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Note.—All imports into Puerto Rico were from Venezuela, They included: Crude oil, 65.5; unfinished 
oil, 11.3; finished products, 1.9; and residual fuel, 1.5. 


The CuatrmMan. However, of the total we only carry less than 3 per- 
cent. 

Mr. Porrer. That is right; that is correct. That is really incidental 
shipments. At the present time I know of no American-flag ship that 
is importing petroleum products into the United States. 

The Cuarman. But isn’t there a limitation on the amount that can 
be imported ? 

Mr. Porrer. Yes, sir. 

The CuHarman. It is 15 percent? 

Mr. Corrs. No, sir, it is not quite that. What it is, under a Presi- 
dential proclamation, the Department of the Interior sets limits. 
They have set limits but I can’t give any answer because while they 
set up percentages they further state that the percentages shall not be 
less for any individual company than they had under a historical 
basis program. 

I can give you, though, the actual figures. 

The CHarrman. M: rybe we better get for the record the latest regu- 
lation from the Department of the Interior so the record will be clear 
on it. That would be better than you guessing at a figure. We will 
just get them from the Department of the Interior. 

All right. 

Mr. Porrer. Mr. Chairman, now, if it was necessary, and I believe 
it was, to establish the oil import control program in the interest of 
national defense, certainly the circumstances by which that petroleum 


is transported is equally important for our national defense and se- 
curity. 


54714—60——7 
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It is for this reason, Mr. Chairman, that we have filed a petition 
with the Office of Civil and Defense Mobilization requesting that it 
find that it is in the interest of our national security that 50 percent 
of the importation of this privileged commodity be carried in Ameri- 
can-flag bottoms. 

The Cuarrman. All right, right there, that is the Office of Civilian 
Mobilization which was just merged last year with ODM, isn’t it? 

Mr. Porrer. Yes. 

The Cratrman. Their responsibility is to make recommendations, 
to the President, is that correct ? 

Mr. Porrer. They will make a finding of fact to the President. 

The CHatrmMan. And then the President, if he carried out those 
recommendations, would issue an Executive order to the Secretary of 
the Interior to that effect ? 

Mr. Porrer. That is correct, that could do it—the President has 
leeway as to what he can do. He can then turn around and set up a 
factfinding board. 

The CuHarrmMan. What I want to find out, regarding the Civilian 
and Defense Mobilization, is its capacity only that of making a 
recommendation / 

Mr. Porrer. That is correct. 

The Cuatrman. It is a little like the Tariff Commission, to present 
your case you have got to go there and give thein the reasons why and 
then they pass on it and make a rec ommendation 

Mr. Porrer. That is correct. Our General Counsel who is, as you 
know, a well-known lawyer 

The CHarrMan. Off the record. 

(Discussion off the record. ) 

The CuarrmMan. On the record. 

Mr. Porrer. Well, Mr. Chairman, this is a problem we have just 
stated about our petition with OCDM and while that is going through 
the mill within the Administration, any advice and help that you and 
members of your committee can give us and the suggestions you have 
just made will be very much appreciated. 

The Cuatrman. As I understand it, we are not getting into the 
perennial argument as to what percentage should be allowed to be 
imported or not / 

Mr. Porrer. Not at all. 

The Cuatrman. What you are saying in effect is that whatever is 
allowed to be imported, American-flag tankers should have an equi- 
table share. 

Mr. Porter. That is right. 

The CuarrmMan. Of the transportation of that amount ? 

Mr. Porrer. That is correct. 

The CuHatrman. Because there is a running argument about 
whether it should be, I remember, 12 or 15 percent—or whatever the 
percentage was. 

Mr. Porter. That is right ; and we are not engaged in that argu- 
ment at all. Our interest is that the importation of petroleum and 
petroleum products that does come in that at least 50 percent of it 
should be carried in American-flag bottoms and I think certainly the 
same argument can be used purely on the basis of national defense. 





1e 


4 


id 


1e 


AMENDMENTS TO THE MERCHANT MARINE ACTS 93 


These ships were built with certificates of necessity, which testifies 
to the fact that the Government recognizes the defense needs for these 
tankers. 

The Cuairman. Of course, Iam sure you will understand the State 
Department will oppose this. 

Mr. Porrer. I have never seen 

The Cuarrman. We had trouble with them on our original 50-50 
on American Government-generated cargos. 

Mr. Porrer. That is right. The State Department has always op- 
posed cargo for American-flag bottoms. 

The Cuarrman. Of course, this is a privileged commodity and it 
is somewhat similar to the basic justification for the other 50-50, 
which was to keep alive available shipping in case of emergency. 

Mr. Porrer. That is right. And this is entirely different from any 
other type of commodity. People say—well, you have quotas and 
tariffs on other commodities, but this is a direct prohibition against 
any—you can’t pay additional duty and bring in more petroleum ; 
there is just a certain amount of petroleum that can come in under 
this program, so it is a completely Government-controlled-type of 
importation. 

The CuatrMan. And the very first people they would call upon to 
get into the act the first 24 hours if something happened, would be 
the tankers. 

Mr. Porrrer. There is no question about it, Mr. Chairman. 

The Cuarrman. The counsel suggests this question: Do any other 
nations have similar requirements on petroleum carriage / 

Mr. Porrer. France, for example, has best statute—that is 70 per- 
cent of the importation of petroleum and petroleum products has to 
come in in French bottoms. 

The Cuairman. Well, it might be well to put in the record the 
percentage that other countries carry of their petroleum imports 
under their own flags. I would think you would find the British 
flag would carry 70 percent of their petrole um imports. 

Mr. Porrer. There is no question about it. 

The CiarrMan. And other maritime nations. 

Mr. Porrer. That is right. Many of them. It is not done by law, 
but. by ne tional policy. 

The Cramman. A lot of them import much more than we do. 

Mr. Porrer. I am sure it is safe to say, Mr. Chairman, that we are 
the only importing nation of petroleum and petroleum products that 
does not carry at least 50 percent of that commodity in our own na- 
tional-fl: ig bottoms. 

(A letter from the Acting Maritime Administrator giving some 
statistics on oil imports follows, also, a letter from the Department 
of the Interior. ) 

S. DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 


Washington, D.C., March 8, 1960. 
Hon. WARREN G. MAGNUSON, 


U.S. Senate, 
Washington, D.C. 
Dear SENATOR MAaGNuson: Your letter of March 1, 1960, requests informa- 


tion with respect to petroleum imports by other country’s national-flag ships 
into such nations and statutory restrictions relating to those imports. 
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The latest figures available in the records of the Maritime Administration 
indicate the percentages in which you are interested and the sources of such 


information are as follows: Percent 
iaiy—American. timbaassy, Rome: 1006... ec nen 50 
France—Maritime Administration representative, Paris: 
MR case ce neces sie acest Sa rms eA en A ES ee ee ee 80 
NI ee Eo ae Shalit: dred no a ae Se Gere eine ie nets dca 63 
Japan—‘“Japanese Economic Statistics, 1959”: 1958----------------______ 46 


The French tanker fleet is given particular protection under article 6 of Decree 
No. 53-337, dated April 15, 1953, which stipulates that two-thirds of the crude 
oil imported for consumption in Metropolitan France and the French Union 
territories must be transported in tankers of French registry. Other than France 
the Maritime Administration is not aware of any other maritime nation having 
a statutory restriction of this kind. 

Sincerely yours, 
WATER C. Forp, 
Acting Maritime Administrator. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., March 11, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR MAGNUSON: In reply to your letter of March 1, we are enclosing a 
copy of Oil Import Regulation I [Revision I] and amendments 1 and 2. Amend- 
ment 2 sets forth the percent of average barrel per day inputs on which import 
allocations are based. 

Your interest may also be served by review of our December 14, 1959, press 
release (copy enclosed) which lists individual oil import allocations as well as 
the overall totals by districts and Puerto Rico. 

Sincerely yours, 
ELMER F. BENNETT, 
Under Secretary of the Interior. 


U.S. DEPARTMENT OF THE INTERIOR 
OFFICE OF THE SECRETARY 
CopE oF FEDERAL REGULATIONS 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER X—Onm. IMPORT ADMINISTRATION 
DEPARTMENT OF THE INTERIOR 
OIL IMPORT REGULATION 1 (REVISION 1) AMENDMENT 2 


1. Section 10 of Oil Import Regulation 1 (Revision 1) (24 F.R. 4654) is 
amended to read as follows: 

Sec. 10. Allocations of crude oil and unfinished oils—Districts I-IV. 

(a) The quantity of imports of crude oil and unfinished oils determined to be 
available for allocation in Districts I-IV for the allocation period January 1, 
1960 through June 30, 1960, shall be allocated by the Administrator among 
eligible applicants as provided in paragraphs (b) and (c) of this section. 

(b) Except as provided in paragraph (c) of this section, each eligible applicant 
shall receive an allocation based on refinery inputs for the year ending Septem- 
ber 30, 1959, and computed according to the following schedule: 
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Percent 

Average barrels per day input: of input 
Oth TROON bo ee ee eee eee 13. 0 
SI Gh aii nice sis sisassitasibc cinched en aaa ee 11.9 
SOO Bis Ck Sak wihkitbcidi dete s Se eben ade 10.8 
S000 to: GO000..... 256 acdc ek Lhe lage eee 9.7 
OGitiO tC: 1QGLUGS ose shed eee nee 8. 7 
BE OO CO BOC isis hci innit mina manuieaelannnaaeeaaed eae 7.5 
SINLGOO 10 ZU Gs eek tk ace cess achalasia 6.5 
SORDOS tb DD avrhersicerieccicncccnnsdniincidaateeae 5.3 
SOO 000 $9 PINS scone ke en ee i en eee 4.3 


(ec) If an eligible applicant has been importing crude oil pursuant to an 
allocation under the Voluntary Oil Import Program and if an allocation com- 
puted under paragraph (b) of this section would be less than 75.5 percent of 
the applicant’s last allocation of imports of crude oil under the Voluntary Oil 
Import Program, the applicant shall nevertheless receive an allocation under 
this section equal to 75.5 percent of his last allocation of imports of crude oil 
under the Voluntary Oil Import Program. 

(d) No allocation made pursuant to this section shall entitle a person to a 
license which will allow the importation of unfinished oils in excess of 10 
percent of the allocation. 

(e) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 

2. Section 11 of Oil Import Regulation 1 (Revision 1) is amended to read as 
follows: 

Sec. 11. Allocations of crude oil and unfinished oils—District V. 

(a) The quantity of imports of crude oil determined to be available for 
allocation in District V for the allocation period January 1, 1960, through June 
30, 1960, shall be allocated by the Administrator among eligible applicants as 
provided in paragraphs (b) and (c) of this section. 

(b) Except as provided in paragraph (c) of this section, each eligible appli- 
eant shall receive an allocation based on refinery inputs for the year ending 
September 30, 1959, and computed according to the following schedule: 


Percent 

Average barrels per day input: of input 
Ste 16000... ..... cof eee Ae eo oleae ee eee a cin, 

16000 to 2O.000_.—...... ee es See Sa 
20:000 to 30,000........... Spee sles as ag ntact easel ban ease ee cad oan Saka 
30,000 to 60,000_____- : dean ais eae a EE a tac 0h Gets aprosediond cocaine bea ces 
60,000 to 100,000________ het Oc eee tty shea Lara gh sarc caca ae 
100,000 to 150,000 eas icin wines ese ear arts ss settid on ePlaae ciara! 
150,000 to 200,000_- BA = nab cele te O NI a Ne Pe ae San Ra ee 
200,000 plus__ 225% Saat ees soap ia Saati ama ARS 


(c) If an eligible applicant has been importing crude oil pursuant to an alloea- 
tion under the Voluntary Oil Import Program and if an allocation computed 
under paragraph (b) of this section would be less than 75.5 percent of the 
applicant’s last allocation of imports of crude oil under the Voluntary Oil 
Import Program, the applicant shall nevertheless receive an allocation under 
this section equal to 75.5 percent of his last allocation of imports of crude oil 
under the Voluntary Oil Import Program. 

(d) Allocations made pursuant to this section shall not permit the importation 
of unfinished oils in excess of 10 percent of the permissible imports of crude 
oil. With respect to any allocation made pursuant to this section, the Adminis- 
trator upon request shall issue a license permitting the importation of un- 
finished oils in an amount not in excess of 10 percent of the allocation. If 
the total quantity of unfinished oils applied for is less than 10 percent of the 
permisible imports of crude oils, the Administrator may to that extent increase 
the percentage amount of unfinished oils specified in licenses of persons who 
request such increases. Each person making such a request shall receive an 
increase in the proportion that his allocation bears to the total of allocations 
made to all persons requesting increases. Each barrel of unfinished oil imported 
shall be deemed to be the equivalent of one barrel of crude oil and will be so 
charged against the person's license by the respective Collectors of Customs. 
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The permissible percentage of imports of unfinished oils and the equivalence 
of unfinished oils to crude oil may be changed during the allocation period, if 
necessary to prevent impairing accomplishment of the purposes of the program. 
Such a change will be made only after notice of proposed rulemaking and will 
not become effective until the 30th calendar day following publication in the 
Federal Register of the amendment making such change. 

(e) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 

3. Paragraph (b) of section 18 of Oil Import Regulation 1 (Revision 1) is 
amended to read as follows: 

Sec. 18. Reports. 

* * * * * * * 

(b) Each person who exchanges oil pursuant to section 17 of this regulation 
shall report the exchange to the Administrator on such forms as he shall pre- 
seribe. In addition, any changes occurring during an allocation period in the 
types of oils or the exchange ratio shall be reported. 

4. Section 21 of Oil Import Regulation 1 (Revision 1) is revised to read as 
follows: 

Sec. 21. Appeals. 

(a) There is hereby established an Oil Import Appeals Board, comprised of 
a representative each from the Departments of Commerce, Defense, and Interior, 
of the rank of Deputy Assistant Secretary or higher, designated, respectively, 
by the Secretaries of such Departments. The Board shall elect a Chairman 
from its own membership. 

(b) The Appeals Board shall consider petitions by persons affected by this 
regulation and may, within the limits of the maximum levels of imports estab- 
lished in section 2 of Proclamation 3279, as amended— 

(1) modify any allocation made to any person under this regulation on the 
grounds of exceptional hardship or error ; 

(2) grant allocations of crude oil and unfinished oils in special circumstances 
to persons with importing histories who do not qualify for allocations under 
this regulation ; 

(3) grant allocations of finished products on the grounds of exceptional hard- 
ship to persons who do not qualify for allocations under this regulation ; and 

(4) review the revocation or suspension of any allocation or license. 

(c) The modification or grant of an allocation of finished products by the 
Appeals Board shall become effective in the allocation period succeeding the 
period for which the appeal or petition was filed. 

(d) The Appeals Board may take such action on petitions as it deems appro- 
priate: and it may adopt, promulgate, and publish such rules and procedures as 
it deems appropriate for the conduct of its business. The decisions of the 
Appeals Board on petitions shall be final. 

5. Paragraph (c) of section 22 of Oil Import Regulation 1 (Revision 1) is 
amended to read as follows: 

Sec. 22. Definitions. 

* * * * * * * 


(c) “District V’ means the States of Arizona, Nevada, California, Oregon, 
Washington, Alaska, and Hawaii.” 


2 * * * * * * 


Allocations for the next allocation period must be made, applications for 
licenses submitted, and licenses issued before January 1, 1960. Accordingly, it 
would be impractical to give notice of proposed rulemaking with respect to the 
amendments to section 10 and section 11 and the amendments to these sections 
shall become effective immediately. The amendment to section 22 recognizes 
Hawaiian statehood and shall also become effective immediately. As the amend- 
ment to section 18 merely provides for a form in reporting exchanges and as the 
amendment to section 21 revises the jurisdiction of the Oil Import Appeals 
Board in conformity with the recent amendment to section 4 of Proclamation 
3279, such notice is deemed unnecessary with respect to these amendments and 
the amendments to these sections shall become effective on January 1, 1960. 

Frep A. SEATON, 
Seeretary of the Interior. 
December 11, 1959. 
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U.S. DEPARTMENT OF THE INTERIOR, 
Om IMporT ADMINISTRATION, 
Washington, D.C., August 25, 1959. 
Notice of change in Oil Import Regulation 1 (Revision 1)—Amendment 1 was 
published in the Federal Register on August 20, 1959, as follows: 


U.S. DEPARTMENT OF THE INTERIOR 
OFFICE OF THE SECRETARY 
CovpE OF FEDERAL REGULATIONS 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER X—OIL IMPORT ADMINISTRATION 
DEPARTMENT OF THE INTERIOR 


OIL IMPORT REGULATION 1—REVISION 1—AMENDMENT 1 
Sec. 22. 


Definitions—paragraph (i) “refinery inputs” 
follows: 


is amended to read as 

(i) “Refinery inputs” include all crude oil, imported unfinished oils, natural 
gasoline mixed in crude oil, and plant and field condensates mixed in crude oil, 
which are further processed, other than by blending by mechanical means, but 
do not include: 

(1) unfinished oils which have not been imported, and 

(2) crude oil and unfinished oils imported into the United States by pipeline, 
rail, or other means of overland transportation from the country where they 
were produced, which country, in the case of unfinished oils, is also the country 
of production of the crude oils from which the unfinished oils were processed or 
manufactured. 

The purpose of this amendment is to bring the definition of “refinery inputs” 
into conformity with the revisions made in paragraph (¢) of section 1 of Presi- 
dential Proclamation 3290 (24 F.R. 3527). Therefore, neither notice of proposed 
rulemaking nor a delayed effective date would serve any useful purpose and 
this amendment shall become effective upon publication in the Federal Register. 

ELMER F.. BENNETT, 
Acting Secretary of the Interior. 
August 14, 1959. 


M. V. Carson, Jr., Administrator. 
U.S. DEPARTMENT OF THE INTERIOR 
OFFICE OF THE SECRETARY 
CopE OF FEDERAL REGULATIONS 
TIrLE 32A—-NATIONAL DEFENSE, APPENDIX 
CHAPTER X—OrmL IMPORT ADMINISTRATION 
DEPARTMENT OF THE INTERIOR 
OLL IMPORT REGULATION—REVISION 


There was published in the Federal Register of May 30, 1959 (24 F.R. 4879) 
a notice and text of proposed amendments of Oil Import Regulation 1, prescrib- 
ing regulations governing the importation of crude oil, unfinished oils, and 
finished products into the United States. Interested persons were requested to 
present written comments, objections, or suggestions with respect to the proposed 
amendments by June 4, 1959. 

As a result of the comments received the proposed amendments to: (1) para- 
graph (d) of section 4 has been further revised to clarify the eligibility of con- 
trolling persons; (2) section 5 has been further revised to change the time for 
filing applications for allocations from 45 to 60 days prior to the beginning of an 
allocation period; (3) sections 17 and 18 have been further revised to in- 
corporate the language of and supersede Oil Import Administration Bulletin No. 
2, dated March 24, 1959 (24 F.R. 2361). 


-_ 
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Several objections were received regarding the use in paragraph (b) of sec- 
tions 10 and 11 of a graduated scale formula for determining allocations. Also, 
Several suggestions were received proposing changes in both the “incremental 
steps” under the “average B/D inputs” and in the percentages. However, it has 
been determined that no fundamental changes in those respects should be made 
at this time. All other comments were fully considered. 

A new section 7 “Small quantities’, which was inadvertently omitted from 
the notice of proposed rulemaking, has been added. This section was added to 
conform to the provision of section 2 of Proclamation 3290, authorizing the 
entries, without a license, of small quantities of crude oil, unfinished oils, or 
finished products. 

In the notice of proposed rulemaking, paragraph (b) of section 16 erroneously 
referred to imports of crude oil and unfinished oils. This has been corrected to 
refer to residual fuel oil to be used as a fuel or finished products other than 
residual fuel oil to be used as fuel. 

Since three sections are to be revoked, a new section added, and amendments 
made to various sections, it is desirable to revise and publish the regulation 
in full. Accordingly, Oil Import Regulation 1 is revised in its entirety to read 
as set forth below. Because allocations must be made and licenses issued before 
the beginning of the new allocation period on July 1, 1959, Oil Import Regulation 
1—Revision 1, shall become effective immediately. 


O1r~L IMPporRT REGULATION 1 [REVISION 1] 
Sec. 
1. Purpose. 
2. Oil Import Administration. 
3. Allocation periods. 
4. Eligibility for allocations. 


5. Applications for the allocation period Jan. 1, 1960, through June 30, 1960, and 
successive periods. 
6. Licenses. 


= 


7. Small quantities. 

8. [Reserved] 

9. Determination of quantities available for allocation—Districts I-IV, District V. 
10. Allocations of crude oil and unfinished oils—Districts I-IV. 

11. Allocations of crude oil and unfinished oils—District V. 

12. [Reserved] 

13. Allocations of finished products—Districts I-IV, District V. 

14. Determination of maximum level of imports—Puerto Rico. 

15. Allocation of crude oil and unfinished oils—Puerto Rico. 

16. Allocations of finished products—Puerto Rico. 

17. Use of imported crude oil and unfinished oils. 

18. Reports. 

19. False statements. 

20. Revocation or suspension of allocations or licenses. 

21. Appeals. 
22. Definitions. 

(Authority : Secs. 1 to 22 issued under Proc. 3279, as amended 24 F.R. 1781, 

3527 : sec. 2, 68 Stat. 360, as amended, 72 Stat. 678; 19 U.S.C. 1352a.) 


Sec. 1. Purpose. 

These regulations implement Presidential Proclamation 3279, “Adjusting Im- 
ports of Petroleum and Petroleum Products into the United States,” dated March 
10. 1959 (24 F.R. 1781), as amended, by providing for the discharge of the 
responsibilities imposed upon the Secretary of the Interior. 

Sec. 2. Oil Import Administration. 

There is established in the Department of the Interior an Oil Import Adminis- 
tration under the direction of an Administrator designated by the Secretary of 
the Interior. The Administrator is hereby empowered to exercise, pursuant to 
this regulation, all of the authority conferred upon the Secretary by Proclama- 
tion 3279, as amended, and the Administrator may redelegate such authority. 
Sec. 3. Allacation periods. 

Allocations of imports of crude oil and unfinished oils will initially be made 
for the period March 11, 1959, through June 30, 1959. Allocations of imports 
of finished products will initially be made for the period April 1, 1959, through 
June 30, 1959. Thereafter, allocations will be made for periods of six months— 
that is, July 1 through December 31; January 1 through June 30. 
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Sec. 4. Eligibility for allocations. 

(a) To be eligible for an allocation of imports of crude and unfinished oils in 
Districts I-IV or in District V, a person must (1) have refinery capacity in the 
respective districts and (2) in respect of an allocation for the allocation period 
March 11, 1959, through June 30, 1959, have had refinery inputs in the respective 
districts for the calendar year 1958 and (3) in respect of the allocation period 
July 1, 1959, through December 31, 1959, and each successive allocation period 
thereafter have had refinery inputs in the respective districts for the year end- 
ing three months prior to the beginning of the allocation period for which the 
allocation is requested. 

(b) To be eligible for an allocation of imports of crude oil and unfinished 
oils for Puerto Rico, a person must have refinery capacity in Puerto Rico and 
must have had refinery inputs in Puerto Rico during the months of July, August, 
and September of the year 1958. 

(c)(1) To be eligible for an allocation of imports of finished products, other 
than residual fuel oil to be used as fuel, in Districts I-IV or District V, a person 
must have imported such products into the respective districts during the calen- 
dar year 1957. 

(2) To be eligible for an allocation of imports of residual fuel oil to be used 
as fuel in Districts I-IV or District V, a person must have imported residual 
fuel oil used as fuel into the respective districts during the calendar year 1957. 

(3) To be eligible for an allocation of imports of finished products, other 
than residual fuel oil used as fuel, in Puerto Rico, a person must have imported 
such products into Puerto Rico during the last half of the calendar year 1958. 

(4) To be eligible for an allocation of imports of residual fuel oil to be used 
as fuel in Puerto Rico, a person must have imported residual fuel oil used as 
fuel into Puerto Rico during the last half of the calendar year 1958. 

(d) A person is not eligible individually for an allocation of crude oil and 
unfinished oils or finished products if the person is a subsidiary or affiliate owned 
or controlled, by reason of stock ownership or otherwise, by any other individual, 
corporation, firm, or other business organization or legal entity. The controlling 
person and the subsidiary or affiliate owned or controlled will be regarded as 
one. Allocations will be made to the controlling person on behalf of itself and 
its subsidiary or affiliate but, upon request, licenses will be issued to the sub- 
sidiary or affiliate. 


Sec. 5. Applications for the allocation period Jan. 1, 1960, through June 30, 1960, 
and successive periods. 

With respect to the allocation period Jan. 1, 1960, through June 30, 1960, and 
each successive allocation period thereafter, an application for allocations of 
imports of crude oil and unfinished oils or finished products must be filed with 
the Administrator, in such form as he may prescribe, not later than sixty calen- 
dar days prior to the beginning of the allocation period for which the allocation 
is required, except that if the sixtieth day is a Saturday, Sunday, or holiday, 
the application may be filed on the next succeeding business day. 

Sec. 6 Licenses. 


(a) When an allocation has been made to a person under this regulation, the 
Administrator shall, upon application in such form as he may prescribe, issue a 
license or licenses based on the allocation, specifying the amount of crude oil 
and unfinished oils or finished products which may be imported, the period of 
time such license shall be in effect, and the districts (Districts I-IV, District V, 
or Puerto Rico) into which the importation may be made. The Administrator 
may amend such licenses. 

(b) No license issued pursuant to this section may be sold, assigned, or other- 
wise transferred. 

See. 7 Small quantities. 


(a) Collectors of Customs are authorized to permit without a license baggage 
entries, and entries for consumption of small quantities of crude oil, unfinished 
oils, or finished products which are certified as samples for testing or analysis 
and which do not exceed 110 gallons per entry. 

(b) Persons desiring to import small quantities not covered by paragraph (a) 
of this section should file with the Administrator a request for an authorization 
for entry without a license for each shipment describing the oil and quantity to 
be imported and listing the port of entry. 
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Sec. 8 [Reserved]. 


Sec. 9 Determination of quantities available for allocation—Districts I-IV 
District V. 

(a) Prior to the beginning of each allocation period the Administrator shall 
determine in accordance with the limitations imposed by section 2 of Proclama- 
tion 3279, as amended, the quantities of imports of crude oil and unfinished oils 
which are available for allocation in Districts I-IV and in District V, respec- 
tively, and the quantities of imports of residual fuel oil to be used as fuel and 
of imports of finished products other than residual fuel oil to be used as fuel 
which are available for allocation in such districts. 

(b) After each such determination the Administrator shall as provided by 
these regulations make allocations to eligible applicants for the appropriate 
allocation period. 

Sec. 10 Allocations of crude oil and unfinished oils—Districts I-IV. 

(a) The quantity of imports of crude oil and unfinished oils determined to 
be available for allocation in Districts I-IV for the allocation period July 1, 
1959, through December 31, 1959, shali be allocated by the Administrator among 
eligible applicants as provided in paragraphs (b) and (c) of this section. 

(b) Except as provided in paragraph (c) of this section, each eligible applicant 
shall receive an allocation based on refinery inputs for the year ending March 31, 
1959, and computed according to the following schedule: 


Percent 

Average barrels per day input: of input 
eae iil dis we asudtanbses Se Pink A scakcivaiic tine add 11.4 
ea aot SS oie Be ee a ee ee S 10. 4 
I MC aa 2 no eh a ee kn 9.5 
SE IRIE Ua a See cad a bt aa sd tale sanitala ste Se 8.5 
eer NS i ee ee abbas ein ran bc cguh cals eu eer 7.6 
100,000 to 150,000__ sy i Satin etab abasics thabea exonbctadeey bei ie a cde leceeinas a a ease bicecaos 6.6 
BGS SEI ie na os Ss ie tes coe ade eed. RT 
200,000 to 300,000 ec te ee he ee ee ee i 4.7 
rT oi 2 oh 3 rt ee gs gale a oe ge a Oar oe 8.8 


(c) If an eligible applicant has been importing crude oil pursuant to an allo- 
cation under the Voluntary Oil Import Program and if an allocation computed 
under paragraph (b) of this section would be less than 75.7 percent of the appli- 
eant’s last allocation of imports of crude oil under the Voluntary Oil Import 
Program, the applicant shall nevertheless receive an allocation under this section 
equal to 75.7 percent of his last allocation of imports of crude oil under the 
Voluntary Oil Import Program. 

(d) No allocation made pursuant to this section shall entitle a person to a 
license which will allow the importation of unfinished oils in excess of 10 percent 
of the allocation. 

(e) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 

Sec. 11 Allocations of crude oil and unfinished oils—District V. 

(a) The quantity of imports of crude oil and unfinished oils determined to be 
available for allocation in District V for the allocation period July 1, 1959, 
through December 31, 1959, shall be allocated by the Administrator among eligible 
applicants as provided in paragraphs (b) and (c) of this section. 

(b) Except as provided in paragraph (c) of this section, each eligible appli- 
cant shall receive an allocation based on refinery inputs for the year ending 
March 31, 1959, and computed according to the following schedule : 


Percent 

Average barrels per day input: of input 
0 to 10,000 7“ sleet nies ie est ike ocieak anh nr mancieaneadicsh oem aids ie eae 37.5 
I 3a, ses eenieiweiunnbuabeilin eee 
20,000 to 30,000__ i eee a a i as la a ies re 
30,000 to 60,000__— a a sa acrlits i ah eae tote 15. 0 
eae 10 20000... ono mane eemcne a a i a a De De el io 
SI EE ED aa case vd nigheceenn Sitar cect epiiacin wikiewala as esis Macca a a ae 11.0 
150,000 to 200,000 eR SES a Ae Pal Senet cn Saal eee Nt re 10.0 
200,000 plus_ I a ee Ne gah al eet - sasce Sh ng RE 
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(c) If an eligible applicant has been importing crude oil pursuant to an allo- 
eation under the Voluntary Oil Import Program and if an allocation computed 
under paragraph (b) of this section would be less than 80 percent of the appli- 
eant’s last allocation of imports of crude oil under the Voluntary Oil Import 
Program, the applicant shall nevertheless receive an allocation under this section 
equal to 80 percent of his last allocation of imports of crude oil under the Volun- 
tary Oil Import Program. 

(ad) Allocations made pursuant to this section shall not permit the importa- 
tion of unfinished oils in excess of 10 percent of the permissible imports of crude 
oil and unfinished oils. With respect to any allocation made pursuant to this 
section, the Administrator upon request shall issue a license permitting the 
importation of unfinished oils in an amount hot in excess of 10 percent of the 
allocation. If the total quantity of unfinished oils applied for is less than 10 
percent of the permissible imports of crude and unfinished oils, the Administra- 
tor may to that extent increase the percentage amount of unfinished oils speci- 
fied in licenses of persons who request such increases. Each person making 
such a request shall receive an increase in the proportion that his allocation 
bears to the total of allocations made to all persons requesting increases. 

(e) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 

See. 12 [Reserved] 
See. 13 Allocations of finished products—Districts I-1V, District V. 

(a) The quantity of imports of finished products determined to be available 
for allocation in Districts I-IV and in District V for any particular allocation 
period shall be allocated by the Administrator to each eligible applicant in the 
proportion that the applicant’s imports of finished products during the calendar 
year 1957 bore to the imports of such products during that year by all eligible 
applicants. Separate allocations shall be made for imports of residual fuel oil 
to be used as fuel and for imports of finished products other than residual fuel 
oil to be used as fuel. 

(b) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 

Sec. 14 Determination of maximum level of imports—Puerto Rico. 

(a) Pursuant to section 2 of the Proclamation 3279, it is determined (1) that 
the average barrels per day of imports of crude oil and unfinished oils into 
Puerto Rico during any particular allocation period shall not exceed the 
average barrels per day, as determined by the Administrator, during the months 
of July, August, and September of the year 1958 of imports of such commodities 
into Puerto Rico, and (2) that the average barrels per day, as determined by 
the Administrator, of imports of residual fuel oil to be used as fuel and of 
imports of finished products other than residual fuel oil to be used as fuel 
into Puerto Rico during any particular allocation period shall not exceed the 
average barrels per day of imports of such products, respectively, into Puerto 
Rico during the last half of the calendar vear 1958. 

(b) The Administrator shall from time to time review the determinations 
set forth in paragraph (a) of this section and shall recommend to the Secre- 
tary of the Interior that the level of imports be increased or decreased as may 
be required to meet increases or decreases in local demand in Puerto Rico or in 
demand for export to foreign areas. 


Sec. 15 Allocation of crude oil and unfinished oils—Puerto Rico. 

(a) For the allocation period July 1, 1959, through December 31, 1959, the 
Administrator shall allocate to each eligible applicant for an allocation for 
Puerto Rico quantities of imports of crude oil and unfinished oils equal to the 
applicant’s average barrels daily of refinery input (adjusted by the Adminis- 
trator for downtime) in Puerto Rico during the months of July, August and 
September of the year 1958. 

(b) In the event that the maximum levels of imports of crude oil and un- 
finished oils are increased or decreased pursuant to paragraph (b) of section 
14, the Administrator shall increase or decrease individual allocations in the 
proportion that each allocation bears to the total allocation of crude oil and 
unfinished oils. 

(c) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 
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Sec. 16 Allocations of finished products—Puerto Rico. 

(a) For the allocation period July 1, 1959, through December 31, 1959, the 
Administrator shall allocate to each eligible applicant for an allocation for 
Puerto Rico a quantity of imports of finished products equal to the applicant’s 
average barrels daily of imports of such products during the last 6 months 
of the calendar year 1958. Separate allocations shall be made for imports of 
residual fuel oil to be used as fuel and of imports of finished products other 
than residual fuel oil to be used as fuel. 

(b) In the event that the maximum level of imports of residual fuel oil to 
be used as fuel or of finished products other than residual fuel oil to be used 
as fuel is increased or decreased pursuant to paragraph (b) of section 14, the 
Administrator shall increase or decrease individual allocations in the proportion 
that each allocation bears to the total allocations of residual fuel oil to be 
used as fuel or of finished products other than residual fuel oil to be used as 
fuel, respectively. 

(c) No allocation made pursuant to this section may be sold, assigned, or 
otherwise transferred. 

Sec. 17 Use of imported crude oil and unfinished oils. 

(a) Each person who imports crude oil or unfinished oils under a license 
issued pursuant to an allocation made under sections 10, 11, or 15 of this 
regulation must process the oils so importe in his own refinery, except that 
foreign crude oil may be exchanged for either domestic crude oil or domestic 
unfinished oils and foreign unfinished oils may be exchanged for either domestic 
unfinished oils or domestic crude oil for processing in such refinery if: 

(1) the exchange is not otherwise unlawful : 

(2) the exchange is effected on a current basis—-that is, not more than 
ninety days elapse between the delivery of foreign and domestic oil under 
the exchange agreement; and 

3) the proposed exchange agreement is reported to the Administrator 
before it is acted upon. 

(b) All exchanges must be on an oil-for-oil basis and any exchange involving 
adjustments, settlements, or accounting on a monetary busis is not permissible 
and will not be approved by the Administrator. 


Sec. 18. Reports. 


(a) Each person who imports crude oil, unfinished oils, or finished products 
under a license issued under this regulation shall report to the Administrator 
the quantities in barrels corrected to 60°F. of crude oil, unfinished oils, and 
finished products so imported. Each report shall state through which port of 
entry the importation was made and shall specify the kinds of unfinished oils 
and finished products imported. Each report should be filed with the Admin- 
istrator within fifteen days of the end of a particular month. 

(b) Each person who exchanges oil pursuant to section 17 of this regulation 
shall report to the Administrator identifying all parties to the exchange agree- 
ment, stating the types and quantities of foreign and domestic oil involved, and 
describing the basis on which the exchange rests. Such reports must show that 
not more than ninety days will elapse between the delivery of the foreign and 
domestic oil. Such reports will be available for public inspection. In addi- 
tion, any changes occurring during an allocation period in the types of oils or 
the exchange ratio shall be reported. If an exchange agreement continues 
beyond the allocation period during which it was consummated, a new report 
should be filed at the beginning of each new allocation period. 

Sec. 19. False statements. 

Persons concealing material facts or making false statements in or in connec- 
tion with any applications or reports filed with the Administrator or in con- 
nection with any license presented to or statements made to a Collector of 
Customs with respect to imports of crude oil, unfinished oils, or finished products, 
are guilty of a crime and upon conviction may be punished by fine or imprison- 
ment or both. 


Sec. 20. Revocation or suspension of allocations or licenses. 
The Administrator may, after a hearing, revoke or suspend any allocation 
or license issued under this regulation, on grounds relating to the national 


security, or the violation of the terms of Proclamation 3279, this regulation, or 
licenses issued pursuant thereto. 
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Sec. 21. Appeals. 

(a) There is hereby established an Oil Import Appeals Board, comprised of 
one representative each from the Departments of Commerce, Defense, and Inte- 
rior, designated respectively, by the Secretaries of such Departments. The Board 
shall elect a Chairman from its own membership. 

(b) The Appeals Board shall hear and consider petitions and appeals by per- 
sons affected by this regulation and may, on grounds ef hardship, error, or 
other relevant special consideration, but within the limits of the maximum levels 
of imports established in section 2 of Proclamation 3279: 

(1) modify any allocation made to any person under this regulation ; 

(2) grant allocations of crude oil and unfinished oils in special circum- 
stances to persons with importing histories who do not qualify for alloca- 
tions under this regulation ; and 

(3) review the revocation or suspension of any allocation or license. 

The decisions of the Appeals Board on petitions and appeals shall be final. 

(c) The Appeals Board may adopt, promulgate, and publish such rules of 
procedure as it deems necessary for the conduct of its hearings. 

Sec. 22. Definitions. 

As used in this regulation: 

(a) “person” includes an individual, a corporation, firm, or other business 
organization, or legal entity, and an agency of a State, territorial, or local gov 
ernment, but does not include a department, establishment, or agency of the 
United States ; 

(b) “Districts I-IV’ means the District of Columbia and all of the States of 
the United States except those States within District V ; 

(ec) “District V’ means the States of Arizona, Nevada, California, Oregon, 
Washington, Alaska, and the Territory of Hawaii; 

(d) “crude oil” means crude petroleum as it is produced at the wellhead; 

(e) “finished products” means any one or more of the following petroleum oils, 
or a mixture or combination of such oils, which are to be used without further 
processing except blending by mechanical means : 

(1) liquefied gases—hydrocarbon gases recovered from natural gas or 
produced from petroleum refining and kept under pressure to maintain a 
liquid state at ambient temperatures ; 

(2) gasoline—a refined petroleum distillate which, by its composition, is 
suitable for use as a carburant in internal combustion engines; 

(3) jet fuel—a refined petroleum distillate used to fuel jet propulsion 
engines ; 

(4) naphtha—a refined petroleum distillate falling within a distillation 
range overlapping the higher gasoline and the lower kerosenes ; 

(5) fuel oil—a liquid or liquefiable petroleum product burned for light- 
ing or for the generation of heat or power and derived directly or indirectly 
from crude oil, such as kerosene, range oil, distillate fuel oils, gas oil, 
diesel fuel, topped crude oil, residues: 

(6) lubricating oil—a refined petroleum distillate or specially treated 
petroleum residue used to lessen friction between surfaces ; 

(7) residual fuel oil—a topped crude oil or viscous residuum which, as 
obtained in refining or after blending with other fuel oil, meets or is the 
equivalent of Military Specification Mii-F-859 for Navy Special Fuel Oil 
and any other more viscous fuel oil, such as No. 5 or Bunker C: 

(8) asphalt—a solid or semisolid cementitious material which gradually 
liquefies when heated, in which the predominating constituents are bitumins. 
and which is obtained in refining crude oil. 

(f) “unfinished oils” means one or more of the petroleum oils listed in para- 
graph (e) of this section, or a mixture or combination of such oils, which are 
to be further processed other than by blending by mechanical means: 

(g) “Administrator” means Administrator, Oil Import Administration, De- 
partment of the Interior, or his duly authorized representative: 

(h) The words, “importation,” “importing,” “import,” “imports,” and “im- 
ported,” include both entry for consumption and withdrawal from warehouse 
for consumption ; 

(i) “refinery inputs” include all crude oil, imported unfinished oils, natural 
gasoline mixed in crude oil, and plant and field condensates mixed in er 
which are further processed, other than by blending by mechanical me 
do not include unfinished oils which have not been imported ; 
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(j) “refinery capacity” means a plant which, by further processing crude oil 
or unfinished oils, other than by blending by mechanical means, manufactures 
finished petroleum products. 

ELMER F. BENNETT, 
Acting Secretary of the Interior. 
June 6, 1959. 


The Cuarrman. We have a letter from the Department of Com- 
merce dated November 2, 1959, on this matter which we will place in 
the record in full. In effect it says that due to this condition which 
they discuss they are sending up legislation which I assume would be 
similar to what was introduced. 

They have not done so but we will put their letter in the record 


in full. 
(The letter follows :) 
U.S. DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
November 2, 1959. 
Flon. WARREN G. MAGNUSON, 
Chairman, Conmittee on Interstate and Forcign Commerce, 
U.S. Senate, 
Washington, D.C. 

DEAR Mr. CHAIRMAN: Section 207 of the Merchant Marine Act, 1936, as amend- 
ed, authorizes the Maritime Administration to enter into such contracts and 
make such disbursements as may, in its discretion, be necessary to carry on 
the activities authorized by the act, or to protect, preserve, or improve the col- 
lateral held by it to secure indebtedness, in the same manner that a private 
corporation may contract within the scope of the authority conferred by its 
charter. 

Pursuant to this authority, and the authority vested under title XI of the 
Merchant Marine Act, 1936, the Maritime Administration has found it necessary 
to advance funds to a mortgagor for payment of a quarterly installment of 
principal on a ship mortgage insured by the Maritime Administration under title 
XI of the 1936 act in order to prevent a default under the mortgage. The 
indebtedness will be evidenced by a note bearing 6 percent interest and secured 
by a second mortgage on the ship. This action was taken on October 26, 1959, 
in the case of the mortgage on the tanker Gold Stream executed on December 3, 
1957, by Red Hills Corp., as mortgagor, to secure the payment to the Bowery 
Savings Bank of $3,909,900 with interest at 5 percent per annum, running for a 
period of 15 years. The mortgagor simultaneously paid the interest due with 
this installment in the amount of $45,425. Before this action was taken, the 
proposal was discussed with representatives of the General Accounting Office, 
who informally advised that the Comptroller General would not object to the 
action. 

Because of the depressed conditions of the tanker market, due to conditions 
that have arisen after the project was undertaken, the vessel has been laid up, 
except for one voyage, since March 1959, and the mortgagor was unable to meet 
the September 24, 1959, mortgage payment. The mortgagee was unwilling to 
agree to a deferment of that installment unless the interest rate on the unpaid 
balance of the mortgage was increased to 5% percent and insured by the Gov- 
ernment, or that the interest be increased to 6 percent with the additional 1 
percent uninsured and payable to the extent earned by the mortgagor. We 
were opposed to any arrangement which could either increase the Government's 
liability or place an additional burden on the mortgagor. Being of the view 
that there is considerable likelihood that the mortgagor’s financial returns will 
increase to a point where he can make the installment payments as they fall 
due, we determined that the default should be prevented. 

By advancing an installment of principal in the amount of $65,165 to the 
mortgagee the Government prevented a default under the mortgage and avoided 
the payment by the Government to the mortgagee of $3,634,035 plus accrued 
interest, which would have resulted as a consequence of a default. The action 
was therefore clearly in the interest of the Government, as the vessel would 
probably not bring more than $2,400,000 at a foreclosure sale under the de- 
pressed market conditions now existing. The balance due on the note secured 
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by the mortgage, and therefore the Government’s potential liability, was re- 
duced by the amount of this advance. However, because the action was taken 
as an emergency measure, and the possibility that the depressed shipping market 
may give rise to need for similar action to be taken to prevent defaults under 
other insured mortgages, we are calling the problem to your attention, and that 
of the other leaders on the Merchant Marine Committees of Congress, so that 
you will be fully informed of the matter. 

We are preparing a draft bill that will provide explicity authority to take 
suitable action to protect the Government’s interest by preventing defaults un- 
der insured mortgages, and, subject to Department and Bureau of Budget con- 
currence, we Will propose this legislation immediately. 

Sincerely yours, 


CLARENCE G. MORSE, 
Maritime Administrator. 
Mr. Porrer. Thank you. 

The CuatrmMan. I know of no change in their attitude down there. 
[ have informally asked them about it and I think they feel the same 
way. 

Mr. Grinstein. They are sending a bill over. 

The Cuatrman. They are sending a bill over. We wanted to go 
ahead. The bill may be the same or similar to the one I introduced. 

Mr. Porrer. Mr. Chairman, Mr. Kahn, who is the president of our 
committee is here and he is one of the owners. He is one of the men 
that is hurting and I think his statement will be of great interest to 
the committee. 

The Cramman. We will hear from Mr. Joseph Kaln, who is 
president of the Committee of American Tanker Owners. 


STATEMENT OF JOSEPH KAHN, PRESIDENT, COMMITTEE OF 
AMERICAN TANKER OWNERS, INC. 


Mr. Kann. Mr. Chairman, my name is Joseph Kahn. I am the 
president of the Committee of American Tanker Owners, Inc., a 
eroup a hei of 13 companies which own new American tankers 
built with Government mortgage guarantees. 

[ am also president of Transeastern Shipping Corp., a company 
owning one of these tankers, and I appear in that capacity as well. 
My appearance today is In support of S. 3018. May I also present 
to the committee certain suggestions dealing with the overall Ameri- 
can tanker problem. 

As an example of the situation with which the American tanker 
industry is faced today, may I point out the status of my own vessel? 
Less than a year ago, well, to be more specific, 6 months ago, an 
American shipyard delivered to us the tanker 7'ranseastern. 

This ship has a capacity of 46,000 deadweight tons. On any single 
voyage this vessel can carry over 13 million gallons of gasoline or 
other petroleum products. With the exception of the passenger ship 
the United States and one other tanker, she is the largest ship in the 
American merchant marine. Her cost was in excess of $13,500,000. 

Despite the fact that she is one of the most modern ships in the 
world, and certainly one of the finest ships in the American merchant 
marine, she is presently laid up because we are not able to obtain 
work for the ship at rates equal to our operating costs. The status 
of this ship summarizes the situation of the entire American tanker 


fleet. 





106 AMENDMENTS TO THE MERCHANT MARINE ACTS 


When this vessel was built, we obtained from the Bowery Savings 
Bank in New York a mortgage of almost $12 million. This mortgage 
was guaranteed by the U.S. Government pursuant to title XI(11) of 
the Merchant Marine Act, 1936. 

The Cuairman. What was the interest on that? 

Mr. Kaun. Five percent, sir. 

In addition to the approximately $2 million which we paid to the 
shipyard over and above the mortgage amount, we also had over $1 
million in cash in the company in working capital. 

Under our mortgage obligation, we are required to pay almost 
$1 million a year for principal and interest payments. On the few 
voyages for which we were able to get cargo after the delivery of 
the ship, we lost in excess of $400,000. As a result, by September of 
this year the cash in the company will be insuflicient to meet our 
mortgage payments. As a result, the mortgage will be foreclosed 
and the Government forced to pay about $11 million on its mortgage 
guarantees. 

The Cuarrman. Right there, I think we can point up a simple ex- 
ample of what the bill would do if it should pass. In this particular 
case—and the bill is permissive—the Maritime Board, instead of pay- 
ing out $11 million in this case to the bank they could go ahead and 
pay the million dollars plus. 

Mr. Kaun. They could lend us, sir, sufficient funds to meet our next 
mortgage payment. 

The Cuatrman. I mean, that would be a million dollars plus a year. 

Mr. Kann. No, sir; we are paying quarterly, approximately a 
quarter of a million dollars each quarter installments. 

The Cuatrman. And that would be added on. 

Mr. Kann. That would be reduced from the overall mortgage guar- 
antee but added on to our obligation as a company. 

The CuHatrMan. That would be reduced as far as the bank was con- 
cerned but added on, stretched out on your mortgage application / 

Mr. Kaun. Yes, sir. I might point out one thing: 

The Cuatrman. In other words, rather than them paying the $11 
million outright, they would pay the quarterly installments and al- 
low a ereater flexibility for the ship in hopes that we can keep it 
working and pay it off. Is that about in a nutshell what it is? 

Mr. Kann. That is correct, sir. 

May I digress a bit from my prepared statement? You have asked 
what our interest rate is to the Bowery and I have answered it is 5 
percent. We all know that the interest rates, generally speaking, are 
considerably higher than 5 percent at this time, and the Bowery Bank, 
although they need not look forward with glee to our being for ‘eclosed, 
I don’t think that they would be necessarily too sorry for it because 
they can reloan that money at a 514 or 5% rate of interest, so that the 
legislation we have requested we hope will be kept clean so as to give 
full discretion to the Secretary and not to have the bank institutions 
in a position where they can say, “Well, we do not want you to 
advance this money to this individual if any conditions are attached 
wherein the bank has any say in it.” 

Mr. Grinstrerx. When you say “kept clean,” do you mean you pre- 
fer the bill without a clause requiring a second mor tgage? 
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Mr. Kann. Either that, or in any event asking any specific— 
well, this is a specific point which is what I meant; yes, sir. 

The CuarrMan. But in any case the bill provides the Secretary may 
advance installments? 

Mr. Kaun. Correct. 

The Carman. All right. 

Mr. Kann. The mortgage on this ship is guaranteed both as to 
principal and interest by the Maritime Administration. The full 
faith and credit of the United States is expressly pledged to pay 
this mortgage to the bank if we are unable to do so. 

The CnHairman. Right there—so the record will be clear at this 
oint—it is true that the Federal Government would have to pay 
the $11 million mortgage ? 

Mr. Kaun. No question about it. 

The CuatrmMan. But the Government would then also get the 
ship ? 

Mr. Kaun. That is also true; yes, sir. 

The Cuatmman. And the worth of the ship subtracted from the 
$11 million would be the loss, if any, or if the ship was valued at 
more than $11 million it would be the gain, if any ? 

Mr. Kann. Right, sir; but I would like to elaborate—— 

The CuatrmMan. Let me pursue this further. 

But the Government would have to turn around in order to make 
this an operating ship—to realize something out of it—and give some- 
one the same proposition or engage in the same activity as they are 
now doing with you anyway ? 

Mr. Kaun. Well, they can do that 

The CuarrmMan. Or they could charter it ? 

Mr. Kaun. Or they can just lay the ship up and let it rot, sir. 

The CuarrmMan. I am not thinking of that contingency, that would 
be the extreme. They could charter it or they could make another con- 
tract with someone for another mortgage for the amount that they 
feel is necessary or they could sell it or they could, the other extreme— 
the far other end—they could lay it up and then, of course, they 
would have realized nothing cashwise, they would only have whatever 
the value may be, capital value, of a laid-up ship. 

Mr. Porrer. And the cost of the layup ? 

The Cnatrman. And the added cost. of the layup. 

Mr. Kaun. Mr. Chairman, I would like to suggest that insofar as 
the chartering of this ship is concerned to a private owner I don’t 
think that from a practical point that would ever occur because if 
there was a market for the ship this event in itself would not occur 
and we would be in a position to meet our mortgage obligations, so 
I question 

The Cuarrman. I understand that, but I am just pointing out what 
they could do. 

Mr. Kaun. Yes, sir. 

The Cuatrman. I agree with you. I do not think they would ever 
charter it because they would not realize enough. If the charter 
climate was good enough, why, they would not have to do this. 

Mr. Kaun. Correct, sir. 

At such time as we may default on our payments, the Bowery Sav- 
ings Bank will simply tender the mortgage and related papers to the 
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Maritime Administration and will be paid the outstanding balance 
of the mortgage and interest thereof. 

The funds to make such payment will be obtained from the Treasury 
Department pursuant to section 1105b(B) of the Merchant Marine 
Act of 1936. The Treasury will be $11 million poorer, the Govern- 
ment will have a vessel for its laid-up fleet, and the more than $3 mil- 
lion we have invested in the ship from our own funds will be wiped out. 

Almost all in the American tanker industry believe that the present 
financial situation for these ships is temporary in nature. Within the 
next 2 or 3 years we feel that there will be : ample business for our ships 
at compensatory rates. As age and the corrosion caused by petroleum 
products brings the war- built tankers to the end of their useful life, 
the new tankers must be employed in carrying our country’s oil move- 
ments. 

By that time, however, the Government will have expended the funds 
required under its mortgage guarantee and will have taken over these 
ships. Parenthetically, let me add the total amount of the mortgages 
guaranteed by the Government on ships owned by the members of our 
committee is approximately $200 million. 

As all of us are in the same economic plight, the Government will be 
required to pay up that huge amount from general Treasury funds to 
pay off the mortgage guarantees it has given to the banks and insur- 
ance comps inies which made the loans on these ships. 

The CHatrmMan. As a matter of curiosity, it need not be on the 
record—— 

( Discussion off the record. ) 

The CuarrmMan. On the record. 

Mr. Kaun. The bill pee. before the committee, S. 3018, would 
provide a means whereby the Government would be able to keep these 

tankers in operation in private hands with a minimum cost to the 
Goatenee Under existing law, the Secretary of Commerce can 
only call upon the Secretary of the Tre: usury for funds to meet the total 
amount of the mortgage when a default has occurred. He is not au- 
thorized to call upon the Treasur y for lesser amounts to meet current 
payments and thus avoid defaults. 

The present bill would amend title XI so as to permit the Secretary 
of Commerce to call upon the Secretary of the Treasury for amounts 
necessary to meet principal and inter est. payments and thus prevent 
default, rather than having to wait until a default has occurred and 
then calling for the full amount of the guarantee. 

The procedure proposed by this bill not only makes sense for the 
shipowner, but is basically designed to protect the financial interest 
of the Government. In view of the fact that most everyone believes 
the present financial situation for the tankers is temporary, these ad- 

vances authorized by the bill should avoid the necessity of the full 
guaranteed payment being later required. 

The CHarrMan. I think what you ought to do after the word “ad- 
vances” is to add the words “these advances will be repaid,” so there 
will be no question about it. 

Mr. Kaun. Yes,sir. Thank you. 

Moreover, any advance authorized by this bill would be obligations 
of the tanker-owning company 
The CuatrMan. I see you have that in there. 








Se 


eS 


be 
to 


he 


Id 
se 
he 
an 
tal 
Lu- 
nt 


ry 
nts 
nt 
nd 


the 
est 
ves 
rvd- 
‘ull 


ad- 


ere 


ons 


AMENDMENTS TO THE MERCHANT MARINE ACTS 109 


Mr. Kann. Yes. 

The CuarrMan. Go ahead. 

Mr. Kaun. And would be required to be repaid to the Government 
from the first earnings over then current mortgage obligations. 

May I also point out that, for every dollar advanced for then cur- 
rent principal payments, the mortgage guarantee obligation of the 
Government would be reduced by an ex: ct ly similar amount. 

The Cuarrman. Now, Mr. Kahn, what is going to crop up here? 
It will be said, “Well, now, why should the Government advance these 
amounts? Why doesn’t the bank itself refinance this? 

Mr. Kann. Well, sir, in the first place 

The CuarrMan. That will be a logical question. 

Mr. Kann. Yes, sir. We have had a number of conversations with 
the bank. For example, the bank has been willing to reconsider some 
moratorium, say, on 8 or 10 payments, but as a consideration for mak- 
ing this moratorium they have made a condition wherein their interest 
rate on the entire mortgage shall be increased, and, furthermore, the 
bank does not wish to give a moratorium on the interest. 

They feel that as a private commercial institution the interest rate 
is necessary to them for their usual income, for their normal income, 
so that it is not easy to renegotiate a transaction with the bank when 
you have made it at a rate of 5 percent when the time when you wish 
to renegotiate something with them is worth, say, 514 percent. 

Further, Mr. Chairman, may I point out that we have had diseus- 
sions about this with the Maritime and the Maritime has indicated 
to us that they are not favorably inclined to guarantee the additional 
one-half of 1 percent that we would have to pay to the bank and they 
would much rather have the control of this situation in their own 
hands. 

The Criarrman. Yes. In other words, if you did refinance it at the 
bank it would have to be approved by the Maritime Administration ? 

Mr. Kary. Correct, sir; and under the present law—lI don’t be- 
lieve—I dont know whether or not they would have authority to 
guarantee further guarantees above the present guarantees if it ex- 
posed them any further. 

I question whether or not the Maritime would have these guarantees, 
and T would like to turn to my counsel for a legal opinion. 

Mr. Cores. I think, Mr. Chairman, that Maritime, if they wish to, 
could do so, but they quite rightly have indicated that they do not 
wish to increase the interest rate because that would increase the 
Maritime Administration’s overall obligation above what it is today. 

Mr. Grinstern. And they would be speculating that the market 
would pick up. 

Mr. Cores. Precisely. As you note here, Mr. Chairman, as Mr. 
Kahn will expound, a little further in this paragraph, when you 
pay off a dollar of wiehisn ipal by making an advance you reduce the 
pei ‘rument’s mortgage obligation by that one dollar. 

», there is no increase in the Government’s overall obligation by 
So aimee ing. As far as the interest payments are concerned, there 
may or may not be an increase in the Government’s obligation, ‘but in 
any event if they are charged an interest payment, in other words, if 
they take over and pay an interest payment to the bank they are 
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saving an almost identical amount in the fact that the Government 
would have to get that money to pay the overall default of the $11 
million in this case and would have to pay the current rate of interest 
which is almost 5 percent on Government borrowings, so even the 
interest pretty well—— 

The CHatrman. On Government borrowing ? 

Mr. Cores. Yes, sir; the recent short-term Government borrowings, 
as you recall, are almost at a 5 percent rate. 

The Cuatrman. That is because the Treasury is short. 

Mr. Cotes. Well, sir, you know the Treasury is not long. 

The CHatrMan. That is a fallacy I never can understand. The 
Government only borrows what is not in the cash register. If we 
spend $79 billion in a year and $79 billion comes in they do not have 
to borrow anything. 

Mr. Corrs. That is right, sir. 

The CHatmman. But everybody that comes in assumes that their 
particular item is the one they are going to have to borrow on. If 
we only take in $75 billion the Government only borrows $4 billion. 

Mr. Cortes. May I put it this way, Mr. Chairman— 

The CuHarrmMan. That would only be a very small percentage they 
would have to borrow on any item. 

Mr. Cores. May I say this, Mr. Chairman: Obviously we can- 
not 

The CuarrMan. But every witness that comes before the eommit- 
tee—where there is some money involved—says the Government is 
going to have to go out and borrow this. That is not necessarily 
true at all. 

Mr. Corrs. I will agree, Mr. Chairman, that you cannot identify 
this dollar or any other dollar, but I think the overall borrowings 
reflects the sum of the total payments 

The Cuatrman. And if you have a small surplus you don’t borrow 
a nickle. 

Mr. Cotes. That isa very happy thought. 

The Cuatrman. All you have to do is keep calling in your short- 
term borrowings. 

Mr. Cores. Except this, Mr. Chairman: if you have a surplus, your 
surplus will be less by the amount of this payment and hence you 
would not be able to pay off quite as much out of your surplus of exist- 
ing debt. 

The Cuarrman. Everybody testifies that the amount they are ask- 
ing for should be given because the Government is going to have to go 
out and borrow this—it is so much. But they don’t have to. From 
what I gather this year we won’t have to borrow anything. 

Mr. Cores. Mr. Chairman, I would agree with you but 1f I can ap- 
roach it backward, what we do not have to borrow is because they 
coos a surplus. If we have a surplus the Government could pay off 
more of its debt. 

In this case if that surplus were to be reduced by the amount of 
$11 million it could p vy off less $11 million. 

The CHAIRMAN. T understand that, but the point is always made 
that one of the justifications for all these things is that the Govern- 
ment will have to go out and pay 5 or 514 percent and therefore, we 
do not want to put this poor Government to that burden. 
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Mr. Corrs. Sir, I am not trying to put it to a burden or lessen it; 
I am just trying to point out that either way I think it balances out. 

The CratrMan. Off the record. 

( Discussion off the record.) 

The CuarrmMan. On the record. 

Mr. Kaun. As for principal payments, therefore, these advances 
authorized by the bill would not increase the Government’s ob- 
ligation 1 penny. The only possible increase in the present obliga- 
tion of the Government would be for the advance of some interest 
payments. The committee will please note, however, that the alterna- 
tive to advancing such interest 1s for the Government to pay out the 
total amount of the mortgage guarantee. 

As the Government must pay interest on this money—which is bor- 
rowed through issuing Government bonds or notes—the interest which 
would be required to “be paid by the Government would be substanti- 
ally as much as any extra interest obligation incurred by the mortgage 
advancement. 

In other words, whatever increase in the Government’s obligation 
arises from the interest advance is balanced off by the saving the Gov- 
ernment makes in interest on moneys which it is not required to borrow 
because the mortgage default is avoided. 

The CnamrMan. Now, you are partially right in what you say there ; 
to this extent, that an obligation such as this would be an obligation 
not. anticipated when they made up the budget. 

Mr. Karn. That is correct, sir. 

The Cratrman. And although there would be this money in the 
Treasury, it would be earmarked for other things. 

Mr. Kaun. Yes, sir. 

The Cuatrman. And, therefore, they might have to incur a short- 
term obligation on this particular thing, but that is only because of the 
earmarking. The Treasury is very reluctant, even though we might 
have a surplus i in the Treasury, to pay money out because usu: lly, as 
Senator Potter will tell you, in appropri: itions every dollar that comes 
in is pretty much earm: arked after we finish our so-called money bills. 

Now, in this case the natural tendency would be to go out and issue 
short-term notes until we see at the end of the year how much we have 
in there to pay this up because this was not antic ipated nor was any 
mention made in the budget for the moneys coming in. 

So you are partially right on that. 

Mr. Kaun. We take no issue with that, sir. 

The CuarrmMan. But the Treasury could take $11 million out of the 
general funds and not miss it at all. 

Mr. Kann. Yes, sir; that is correct. 

The Cuarrman. All right. 

Mr. Kaun. The need for the pending legislation rises from the facts 
that tankers covered by mortgage guarantees cannot now obtain profit- 
able employment. The reason for this is that tankers rates are set by 
the law of supply and demand. When there are more cargoes than 
tankers to carry them, rates rise to high levels. But when there are 
more tankers than there are cargoes, rates fall precipitously. 

Moreover, rates fall for all ships rather than being limited to the 
few excess vessels. Because of the existing oversupply of ships, we 
are not able to obtain work for our new tankers at rates which will en- 
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able us to pay our operating costs and have anything left for mortgage 
obligations. 

The CuHairman. Now, Mr. Kahn, I know how this happens but I am 
sure a lot of people do not, so for the record, how are these rates, just 
very briefly, established in worldwide trade / 

Mr. Kaun. Well, sir—— 

The CuarrMan. | know they begin with the law of supply and de- 
mand. But are they established by conference, by individual coun- 
tries, by individual companies, by individual ships, by negotiation, or 
by contract / 

How are they established ¢ 

Mr. Kaun. The simplest explanation that I can think of is that 
when an oil company, for example, requires to move a certain amount 
of tonnage from one geographical area to another they will contact 
a tanker broker. This tanker broker circulates all of the owners that 
a specific cargo is on the market to be moved. 

The CuarrmMan. ‘To be moved ¢ 

Mr. Kaun. The various owners who may have a ship in position will 
offer their ship. The broker will submit these offers to the oil com- 
pany which has the cargo to move. 

Generally speaking, the ship that is most suited in position, most 
receptive ratewise, will likely receive a counteroffer. Therefore, when 
these few cargoes appear on the market today instead of the oil com- 
pany receiving offers from two or three tankers all the tankers made 
an attempt to get the business, with the result that we all find ourselves 
cutting each other’s throats and either find our hie in layup or ae- 
cepting arate that is equal to layup. 

The CHairmMan. An American-flag tanker would be at a disadvan- 
tage in that situation / 

Mr. Kann. An American-flag tanker, sir, cannot hope to compete 
in offshore business today. 

The CHatrMAN. Let it be understood, then, that rates vary a great 
deal in this particular field due to the fact that it gets down to almost 
pure competitive bidding, with an exception occasionally based on the 
availability of the ship and the time element involved. 

Mr. Kaun. But even then there is competitive bidding. 

The Cuairman. It is mainly cutthroat competitive bidding when 
you get down to it. 

Mr. Kany. Unquestionably. 

The CuarrmMan. Well, I have to go over on the floor. I knew this 
would happen. 

I think what we better do—it is unfortunate but we will put this 
in the record in full. 

Off the record. 

( Discussion off the record. ) 

The CHatrmMan. On the record. 

We will insert the remainder of Mr. Kahn’s statement at this point 
in the record. 

(The document is as follows :) 

This results in part from the fact that war-built T-2 tankers are still in 
operation. Within a few years, however, physical obsolescence will take most of 
them out of operation and create a balance between supply and demand for 


American-flag tankers. Other factors which have contributed to the present 
situation are (a) lesser oil movements because of the warm winter, (0b) greater 


s€ 


Tr 


C01 
my 


the 
ide 
pre 
enc 
if j 


re 
i 


Wit 


at 
nt 
uct 
iat 


‘eal 
Ost 
the 


hen 


this 


this 


oint 


ll in 
st of 
for 
sent 
~ater 


AMENDMENTS TO THE MERCHANT MARINE ACTS 113 


e 


movements by pipeline, (¢) excess stock of petroleum products, and (d) inade- 
quate port facilities to handle the new Ships of large size. Ag | previously men- 
tioned, these facts should be cured within the next 2 or 3 years. 

May I point out what the results of the present economic condition have been 
for the American fleet. As ] have already informed the committee, our new 
tankers are unable to meet their mortgage payments. Owners of war-built T-2’s 
are similarly unable to operate profitably and several] companies have already 
gone into bankruptcy. A new contract to build an American-flag tanker has not 
been made for almost 2 years. As a result of the present economic situation, 
therefore, the American tanker fleet will become inadequate to serve our coun- 
try’s oil-carrying needs. 


Moreover, unless something is done to aid the American tanker fleet how, our 


national security will be tremendously impaired by the fact that no new tankers 
will be available to meet the needs which a war or national emergency would 
bring for petroleum. Qi] is an essential] element of modern Warfare and tankers 
are the principal means of transporting oil from outside the continental limits. 
As our economy requires the importation of vast quantities of oil even in 
peacetime, it wlll readily be seen that the failure to maintain an adequate 
American tanker fleet would lead to a very substantial diminution in our coun- 
try’s defense potential in event of emergency. As an American citizen as well 
asa tanker owner, I urge that everything possible be done by this committee and 
by the Congress to avoid that situation occurring and to be sure that our Nation 
has an adequate tanker fleet to meet the needs of any national emergency. 

How can this be done? The first step is enactment of the pending bill so as 
to permit the existing ships to continue in operation. Equally important, how- 
ever, Steps must be taken to insure that a reasonable percentage of all petroleum 
imported into the United States by water shall be carried on American-flag 
tankers. Only by American tankers carrying half of our imported oil can we 
develop and maintain the tanker fleet our country needs. May I point out to 
the committee that every major maritime nation requires by law or by practice 
that at least half of its oil imports be carried on ships of its own flag. By so 
doing, each country insures the maintenance of an adequate tanker fleet under 
its own flag to meet its petroleum-carrying needs. The United States also re- 
quires an adequate tanker fleet and must therefore 
insure its development and continuance. 

Unfortunately, however, almost 100 percent of the oil imported into the United 
States today is carried on foreign-flag ships. Such foreign-flag carriage occurs 
when American tankers cannot obtain employment and While American-tlag 
tankers are being driven from the seas. May I, therefore, 
and the Congress to take 


take the same steps to 


urge this committee 
all possible Steps to insure, by legislation or otherwise, 
that at least 50 percent of all oil imported into the United States shall be ear- 
ried on American tankers. If this is done, our tanker problems will be solved. 
There will be no heed by the Government tO mneet its mortgage guarantees. 
There will be no need for American tanker owners who built new Ships to go 
into bankruptey. And if this is done, we can assure this committee that suf- 
ficient new tankers will be built to guarantee that our Nation will have an 
adequate tanker fleet in the event of foreign war or national emergency. 


The Cramman. The complete statement of Mr. 
serted in the record at this point. 
(The document is as follows :) 


Spears will be in- 


STATEMENT BY THOMAS SPEARS ON BEHALF OF Nat IONAL TRANSPORT Corp. IN 
SUPPORT OF S. 3018 


Mr. Chairman, my name is Thomas Spears, I am the president of National 
Transport Corp. of 10 Columbus Circle, New York City, N.Y. 

My appearance today is in support of S. 3018. It is also to request this 
committee’s assistance in solving the present situation which thr -atens to drive 
my company and other American tanker companies into bankruptcy. 

National Transport Corp. owns the tanker National Defender. This ship is 
the largest tanker ever registered under the American flag. To give you an 
idea of its size, let me explain that she carries 65,000 deadweight tons of petroleum 
products. This means that in each voyage she can carry over 18 million gallons, 
enough to fill the average gas tank a million times, 


enc The ship is 810 feet long: 
if it were to Stand on end, it would be taller than the Chrysler Building. Her 
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speed is 17.7 knots, which makes her one of the fastest tankers in the United 
States. She was delivered to us by Newport News Shipbuilding & Dry Dock 
Co. in October 1959. In short, she is the most modern tanker in America; she 
ean carry oil more cheaply than any other American ship. 

In spite of all this, National Defender has never left the dock except to make 
her trial trip. Since the day she was built we have been unable to obtain any 
employment for this ship. Because of the present tanker situation, this queen of 
the American tanker fleet has no prospects of sailing because at present tanker 
rates she is unable to pay her operating costs much less her mortgage obliga- 
tions. Unless something is done through the good offices of this committee, the 
mortgage on this ship will soon be foreclosed and the Government called upon 
to meet its guaranty obligations. 

The contract for this vessel was made early in May 1957. You will recall that, 
as a result of the Suez crisis, our Government sought to have new American 
tankers constructed. You will further recall that efforts were being made to 
obtain the largest possible tankers in order to avoid a repetition of the situation 
Suez created. With the encouragement of the Government, and with the firm 
belief that this type of ship could be operated profitably, we entered into a 
contract under which we paid over $19 million for this magnificent vessel. In 
order to encourage its construction, the Maritime Administration agreed to 
guarantee a loan in the amount of over $16 million, which we obtained from 
one of the New York savings banks. 

My own company put in its equity funds of approximately $4 million. 

Our mortgage payments which we are required to meet, amount to approxi- 
mately $1,500,000 per annum. As a result of the continued layup of the vessel, 
the mortgage payment which we have been required to meet during this layup 
period and the mortgage payments that we will be required to meet in the com- 
ing months, I regret to have to inform the committee that unless some action 
is taken promptly we will soon be unable to meet our mortgage payments and 
the Government will be required to pay almost $16 million to the bank under 
its mortgage guarantee. May I also add that I know of over a dozen ships of 
smaller size than my own on which the Government has guaranteed mortgages 
of almost $200 million. Unless some aid can be given to these owners, the 
Government will also be required to meet their guarantee obligations on that 
amount as well. 

What can be done to avoid and remedy the present situation? The first step 
must be an enactment of the present bill so as to permit the Maritime Adminis- 
tration to make advances on mortgage obligations, rather than being required to 

yait until actual default has occurred and then paying the whole amount. Un- 
der existing law, the Government must pay the full amount of the mortgage 
after default; but it cannot make relatively minor payments to avoid default. 
The present bill will permit such advance payments to avoid default occurring. 
In my opinion the costs to the Government of so doing would be nil. Every 
dollar paid on principal would reduce its outstanding guarantee obligation by 
$1. Whatever is advanced on interest would be equalized by the interest costs 
the Government would save by not being required to pay the total amount pay- 
able under the present legislation on default. Moreover, I believe that within 
a short period of years the tanker situation should so improve as to permit all 
of these advances to be repaid to the Government. 

The second step which the Government must take to remedy the present 
situation is to insure that at least 50 percent of all oil imports into the United 
States is carried on American tankers. As far as I know, every major maritime 
nation requires by law or practice that at least one-half of its oil imports be 
earried on ships of its own registry. Obviously, they feel this is necessary to 
serve their own commercial needs and to provide them with an adequate tanker 
fleet in the event of war. The same reason exists for requiring that at least 
one-half of our own country’s imports be carried on American tankers. We too 
have a defense and commercial need for American petroleum-carrying ships. 

May I also point out to the committee that the new tankers which have been 
built are of 32,600 deadweight and larger. This type of vessel is best suited for 
the offshore trades rather than for the domestic trades. These vessels will be 
absolutely vital to our Nation in the event of war or national emergency. Cer- 
tainly petroleum is one of the basic essentials of our Nation’s defense potential. 
We are today an oil-importing nation and we must have the tankers necessary 
to carry the oil when an emergency arises. In my opinion, only if we insure 
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the employment of American tankers carrying imports during peacetime can 
we be certain adequate American oil tanker capacity will be available during 
time of war. 

May I point out that the only offshore business available for tankers is the 
carrying of petroleum brought into this country under licenses issued by our 
Government. This is not free commercial cargo. You and I would not be 
licensed today to bring in a barrel of foreign oil. The restriction on the imports 
of foreign oil have been imposed because they are necessary to protect our 
domestic oil industry so that it will be available in the event of war. It is 
equally necessary that the American tanker industry be protected in order that 
it may be available in the event of war. ‘To insure this result may I submit to 
the committee that it is necessary to require that at least 50 percent of all 
petroleum licensed by our Government for importation into the United States 
must be carried on American-flag tankers. 


The CuarrMan. I am sorry that we could not do more on this this 
morning, but I am sure you understand the situation. 
The committee is adjourned. 


(Whereupon, at 11:55 a.m., the subcommittee was adjourned.) 
(The following letter was subsequently received for the record :) 


THE BOWERY SAVINGS Bank, 
New York, N.Y., March 10, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MAGNUSON: I read in the New York Times on March 7 that 
your committee has heard testimony on the precarious financial position of 
certain U.S. tanker operators. 

The report stated that the committee representing certain of these owners 
is seeking legislation which would permit the Maritime Administration to make 
principal and interest payments on ship mortgage loans guaranteed by the 
Administration. We have a considerable interest in this matter because, as you 
may know, we are reported to be the largest investor in tanker loans under 
title XI of the Merchant Marine Act. In all, we have some $59 million now 
invested and have commitments to invest another $65 million in these loans as 
construction progresses or is completed. 
interest rate. 

The newspaper article attributes to the chairman of the tanker owners com- 
mittee the estimate that, by a maximum expenditure of $10 million a year, the 
Maritime Administration could prevent foreclosures that could cost the Treas- 
ury $200 million. I have been wondering whether there had been brought to 
your attention the proposal that we have made available to the tanker operators 
with whom we have loans. We feel, too, that the current depressed charter 
market may be only temporary and that borrowers and lenders, working to- 
gether with the approval of the Maritime Administration, should cooperate 
to find a solution to this problem which may be only a temporary one. 

We have told our borrowers that, in exchange for an increase in the interest 
rate to 5% percent (which increase would have to be guaranteed by the Mari- 
time Administration), we would be willing to make up to as many as eight quar- 
terly deferments of principal repayments on these loans. If the Maritime Admin- 
istration were to approve this change in our loan agreements then the Government 
would not have to make up the annual expenditures for amortization payments 
due on loans with this bank. It is true that we would like to have this extra 
one-half percent guaranteed by the Maritime Administration just as are the 
principal and the present 5 percent. But let us consider the magnitude of what 
we are asking the Government to do in contrast to the proposal of the tanker 
owners, as I understand it. The Maritime Administration, under its form of 
guarantee, can become obligated only for unpaid interest and for interest from the 
time of default to the date of its payment under its guarantee. Since all of our 
loans call for quarterly payments of interest and since in the event of a default we 
must assign the mortgage to the Maritime Administration within 30 days after 
the expiration of a 30-day grace period and the Maritime Administration is 
obligated to make good on its guarantee within 30 days of the assignment. the 
maximum additional liability of the United States in the event of a default 


All of these loans carry a 5 percent 
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would only be for a period of 6 months at the rate of one-half of 1 percent 
per annum, or a total of one-fourth of 1 percent of the amount of the loan. 
I am sure the trustees of this bank would have no objection to modifications 
of these loans 'to monthly payments of interest, in which case the liability of 
the Government would be reduced still further. This maximum liability of 
one-fourth of 1 percent on a given mortgage loan is in contrast to a maximum 
expenditure of 5 percent a year under the proposed legislation. If all lenders 
involved in the $200 million of loans mentioned in the Times were to offer similar 
modifications, the maximum liability of the United States would be $500,000 
for 2 years of principal deferments in contrast to a $20 million expenditure pro- 
posed by the suggested legislation. This potential liability of $500,000 might 
be reduced to $250,000 by monthly payments of interest and by reduction of 2 of 
the 30-day periods mentioned above to 15 days. 

It is believed that the modifications to these loan agreements are well within 
the power of the Maritime Administrator to approve without the necessity of 
seeking new legislation to cover the present emergency. 

Very sincerely yours, 
KE. B. ScHWULST. 
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AMENDMENTS TO THE MERCHANT MARINE ACTS 


THURSDAY, MARCH 24, 1960 


U.S. SENATE, 
(COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MrercHANT MARINE AND FISHERIES, 
Washington, DA. 

The subcommittee was called to order at 10:20 a.m., room 457, Old 
Senate Office Building, Hon. FE. L. Bartlett (chairman of the sub- 
committee) presiding. 

Senator Barrterr. The committee will be in order. 

The first measure on which testimony is to be taken, or perhaps 
should say, resumed today, is S. 3018. Our ae heard testi- 
mony regarding this proposal on February 25. Today we will revert 
to it br iefly before ¢ ‘losing the record on it. 

S. 3018 would authorize the Federal Maritime Board to draw from 
the Treasury for principal and interest payments on behalf of vessels 
insured under title XI of the Merchant Marine Act of 1936. Pre- 
vious testimony on this legislation by industry representatives asserted 
the urgent necessity of passage of the bill to soften some of the effects 
of the present tanker crisis. In addition, the committee was told that 
the bill under consideration in no way extended the Government’s 
risk or obligation. 

(The bill follows :) 


[S. 3018, S6th Cong., 2d sess.] 


A BILL To authorize the Maritime Administration to make advances on Government 
insured ship mortgages 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 of the Merchant Marine 
Act, 1936, as amended, is further amended by adding after the words “* * * 
to secure indebtedness * * *” the words “* * * or constituting collateral for 
mortgage loans insured under the provisions of title XI of this Act, * * *” 

(2) Section 1105(b) of the Merchant Marine Act, 1936, as amended, is further 
amended by inserting after the words “* * * required to pay by subsection (a) 
of this section,” the words “* * * or permitted to advance pursuant to sub- 
section (f) of this section,” 

(8) Section 1105 of the Merchant Marine Act of 1936, as amended, is further 
amended by inserting at the end thereof a new subsection as follows: 

“(f) Where the Secretary of Commerce has insured a mortgage under the 
provisions of this title, the Secretary may make advances to or for the benefit 
of the mortgagor, for the purpose of making payments of principal, interest, 
or both principal and interest, payable under the terms of the insured mortgage. 
Such advances shall be on such terms and conditions as the Secretary may 
prescribe.” 


Senator Barrierr. The other measure before us, S. 2811, relates to 
personnel matters in the Coast Guard. Its House counterpart, H.R. 
9449, was passed by the House on Monday, without amendment, so 
that it has come to us identical with S. 2811. We shall get to it im- 
mediately after the S. 3018 witnesses are heard. 
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Our first witness this morning, who will address himself to S. 3018, 
the tanker bill, is the Honorable John J. Allen, Under Secretary of 
Commerce for Transportation. 


STATEMENT OF HON. JOHN J. ALLEN, JR., UNDER SECRETARY OF 
COMMERCE FOR TRANSPORTATION, DEPARTMENT OF COMMERCE, 
WASHINGTON, D.C. 


Mr. Auten. Thank you, Mr. Chairman. 

Mr. Chairman, I have a prepared statement that I would like to 
read into the record. 

Senator Barrierr. I will be glad to have you present the statement, 
Mr. Secretary. 

Mr. Auten. Mr. Chairman, the opportunity to present the views of 
the Department on S. 3018 is appreciated. 

The purposes of §. 3018 are to amend the Merchant Marine Act, 
1936, (1) so as to specifically authorize the Secretary of Commerce to 
advance, to mortgagors of mortgages that are insured under title XI 
of the act, sufficient moneys to prevent defaults in payment of install- 
ments of principal and interest under those mortgages; and (2) to 
authorize the Secretary of Commerce to borrow money from the Sec- 
retary of the Treasury for this purpose. 

The Department recommends enactment of the bill with the amend- 
ments hereinafter proposed. 

I will interpolate, Mr. Chairman, that as part of my testimony I 
offer a substitute text. 

Depressed conditions in the shipping industry, particularly in the 
tanker industry, which have developed in recent months have created 
circumstances affecting adversely shipowners who have constructed 
new tonnage with the aid of ship mortgage insurance under title XI 
of the Merchant Marine Act, 1936, as amended. This program of 
Government insurance was enacted by the Congress as a means of en- 
abling the shipping companies to replace their aging fleets with mod- 
ern, efficient tonnage. It was enacted to encourage private financing 
in place of the Government financing of construction formerly used 
under the 1936 act. 

Certain defaults in payment of installments of principal and in- 
terest on insured mortgages are threatened because of the depressed 
conditions in the maritime industry which would bring into operation 
the procedure under title XI of the 1936 act, whereby the mortgagee 
may demand payment in full of the mortgage obligation. 

In a specific case the Maritime Administration, after consultation 
with representatives of the General Accounting Office as to the views 
of the Comptroller General, has under section 207 of the Merchant 
Marine Act, 1936, advanced funds on two occasions to the mortgagor 
to pay the amount of principal due under an insured ship mortgage in 
order to cure two defaults. This was done in order to avoid the pay- 
ment by the Government of the full amount of the mortgage plus ac- 
crued interest, and to avoid the possibility of greater loss to the Gov- 
ernment by a foreclosure. It was also deemed to be preferable to an 
adjustment or an arrangement between the mortgagor and _ the 
mortgagee involving an increased interest rate on the ‘unpaid balance 
of the mortgage. These advances were made in the interest of the 
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Government and with the expectation that the mortgagor's financial 
returns would improve to the point where the installment payments 
could be resumed on schedule and the Government repaid for the 
advance. 

The first advance was in the amount of $65,165 and was made in 
October 1959, in order to cure a default, which occurred in September 
1959, in payment of a quarterly installment of principal. The unpaid 
principal amount of the mortgage immediately prior to that payment 
was $3,634,035. The original principal amount of the mortgage was 
$3,909,900. The advance of $65,165 bears interest at 6 percent per 
annum plus an additional 1 percent per annum for making the ad- 
vance and in lieu of the mortgage insurance premium. Both the ad- 
vance and interest thereon are secured by a second mortgage on the 
vessel to which the bank (the mortgagee of the first mortgage) con- 
sented. 

The second advance was also in the amount of $65,165 and was made 
in January 1960, in order to cure a default which occurred in Decem- 
ber 1959, in payment of the next quarterly installment of principal. 
This advance also bears interest at the rate of 6 percent per annum 
plus an additional 1 percent per annum for making the advance and 
in lieu of the mortgage insurance premium, but the Maritime Admin- 
istration was unable to obtain a third mortgage to secure the advance. 
Under the terms of the insured mortgage, the shipowner (the 
mortgagor) cannot grant a subsequent mortgage on the ship without 
the consent of the bank (the mortgagee), and the bank refused to 
consent to such a mortgage to secure this advance. 

In our opinion, however, the United States is not adversely affected 
by lack of a mortgage of its own to secure this advance, because we 
think that as a matter of law the United States will be subrogated to 
the position of the first mortgagee after it has been paid in full the 
interest and principal secured by the first mortgage. That is, that 
after the first mortgagee has been paid in full, the first mortgage will 
as a matter of equity be kept alive and will come to us as security for 
our advance. This is equitable, because if we had not furnished part 
of the money to pay the debt secured by the mortgage, the mortgage 
would have been foreclosed to pay the debt. Having furnished part 
of the money to pay the debt, we should be placed in the same position 
as the first mortgagee with respect to security for the advance after 
the first mortgagee has been paid in full. 

Since the advancement of money to prevent defaults may be a recur- 
rent situation, the Department believes that title XT should be amended 
to authorize such loans or advances rather than leaving the matter 
under the general authority of section 207. We think the foregoing 
purposes should be accomplished solely through amendment of title 
XI of the act, and we think these amendments should state expressly 
the extent to which the United States is to be subrogated. A substi- 
tute text for S. 3018 is submitted. 

The substitute text would authorize the Secretary of Commerce, 
upon his finding that such action 1s necessary to prevent default in 
payment of an installment or installments of principal or interest or 
insured mortgages and is in the interest of the Government as insurer 
of the mortgage, in his discretion, to advance to the mortgagor from 
the Federal ship mortgage insurance fund sufficient moneys to enable 
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the mortgagor to make payment of such installment or installments. 
Alternatively, the substitute text would authorize the Secretary of 
Commerce to make payment of such installments to the mortgagee on 
behalf of the mortgagor. The substitute text provides that the 
mortgagor shall assume the obligation to repay such advances or pay- 
ments with interest and, if the Secretar y so prescribes, with additional 
consideration in an amount not to exceed 1 percent per annum on the 
unpaid balance of such advance or payment, and that such advances 
or payments shall be upon such other terms and conditions as the 
Secretary of Commerce may prescribe. The additional consideration 
would be payment to avoid foreclosure of the mortgage and to elim- 
inate the inducement which might otherwise exist for the mortgagor to 
default under its mortgage and thereby escape the obligation to con- 
tinue the payment of mortgage insurance premium. 

The substitute text provides that with respect to advances or pay- 
ments of installments of principal made under the bill, interest thereon, 
and any additional consideration, the United States will be subrogated 
to the position of the mortgagee of the insured mortgage after “such 
mortgagee has been paid in full. The substitute text does not pro- 
vide for subrogation with respect to interest on advances made to pay 
interest on the mortgage or with respect to the excess of interest on 
advances to pay installments of principal over the rate of interest pro- 
vided in the mortgage and the mortgage insurance premium, because 
the insured mortgage does not secure “such amounts. With respect 
to these amounts, the United States will be an unsecured creditor, 
unless the mortgagee of the insured mortgage consents to a second 
mortgage. 

I would like to add a paragraph to my statement, Mr. Chairman. 

Under the substitute text, such payments or advances would be made 
from the Federal ship mortgage surance fund into which insurance 
premiums are paid. The substitute text in contrast to the subject bill 
would not authorize the Secretary of Commerce to borrow from the 
Secretary of the Treasury in order to make such payments or advances 
because this method of financing is contrary to the President’s policy 
enunciated in the budget message. Under section 1110 of the act, 
appropriations to carry out the provisions of the title are authorized. 
It is recommended that the substitute text be considered favorably 
by your committee rather than the subject bill. 

Thank you, Mr. Chairman. 

(The substitute text follows :) 


SUBSTITUTE TExT FoR S. 3018 


That section 1105 of the Merchant Marine Act, 1936, as amended (46 U.S.C. 
1275), is amended by inserting at the end thereof a new subsection (f) to read 
as follows: 

“(f)(1) The Secretary of Commerce, upon his finding that such action is 
necessary to prevent or cure a default or defaults in the payment of an install- 
ment or installments of principal or interest, or both, on mortgages insured 
under this title and is in the interest of the Government as the insurer of such 
mortgages, may, in his discretion, advance to the mortgagor from the Federal 
Ship Mortgage Insurance Fund authorized by section 1102 of this Act, sufficient 
moneys to make payment of such installment or installments, or may make 
payment of such installment or installments to the mortgagee on behalf of the 
mortgagor. Such advance or payment shall be made only upon the assumption 
of an obligation by the mortgagor, satisfactory to the Secretary of Commerce, 
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which may be subordinate to the indebtedness secured by the insured mortgage, 
to repay to the Secretary of Commerce such advance or payment, with interest 
at a rate determined by the Secretary of Commerce, and, if the Secretary so 
prescribes, with additional consideration in an amount not to exceed one per 
centum per annum on the unpaid balance of such advance or payment. Such 
advances or payments shall be subject to such further terms and conditions as 
the Secretary of Commerce may prescribe. 

‘(2) When the mortgagee of any mortgage with respect to which advances or 
payments have been made under this subsection has veen paid in full the prin- 
cipal and interest secured by the mortgage, the Secretary of Commerce shall be 
subrogated to the position the mortgagee would have had with respect to the 
mortgage if the principal and interest had not been paid. Such subrogation shall 
pe limited to the following amounts: 


“(A) Advances to the mortgagor and payments to the mortgagee made 
under this subsection ; 

“(B) Interest on advances to pay installments of principal and on pay- 
ments of installments of principal made under this subsection but not 
exceeding interest at the rate provided in the mortgage for payment after 
default in payment of an installment of principal ; and 

“(C) Any additional consideration the Secretary of Commerce has con- 
tracted for under this subsection (in lieu of mortgage insurance premium), 
but not exceeding the amount of the mortgage insurance premium specified 
in the mortgage insurance contract. 

‘(3) Upon making any advance or payment under this subsection, the Secre- 
tary of Commerce shall file, pursuant to subsection G of the Ship Mortgage Act, 
1920, with the collector of customs of the port of documentation of the vessel 
a notice of claim of lien by subrogation. The collector of customs shall record 
such notice and shall issue two certified copies thereof to the mortgagor who 
shall place, and use due diligence to retain, one copy on board the mortgaged 
vessel and cause such copy and the documents of the vessel to be exhibited by 
the master to any person having business with the vessel, which may give rise to 
a maritime lien upon the vessel, or to the sale, conveyance, or mortgage thereof. 
The master of the vessel shall, upon the request of any such person, exhibit to 
him the documents of the vessel and the copy of any such notice placed on board 
thereof. 

“(4) Subsection J of the Ship Mortgage Act, 1920, is hereby made applicable 
to the notices of claim of lien by subrogation provided for in this subsection in 
the Same way as it applies to preferred mortgages.” 


Senator Barrierr. Mr. Secretary, the present occupant of the 
chair did not have the opportunity to participate in the February 
2) hearings, so is not. as well informed on this subject as he ought to be. 

Would you tell us how many ships are involved ¢ 
Mr. Auten. There are people from Maritime who can give it ex- 
actly. With respect to tankers, my recollection is that there are 
8 ships undelivered, and in all I think there are about 29 ships in- 
volved. ‘There are 21 ships delivered to the owners, and available for 
operation ; 8 ships that are yet to be completed. 

Senator Barrierr. Are these the so-called supertankers? 

Mr. Auten. Some of them are; yes, sir. I] 
tankers are 35,000 or 45,000 tons or more. 

Senator Barrierr. 


think most’ modern 


My questions, I might say, are going to be based 
principally upon a newspaper article which I read the other day. I 
don’t call that article too well, except I believe it implied that this 
was a sleeper bill, or something of that order, and that one segment 
of the tanker ialiadis was going to be bailed out if the bill were 


enacted, unfairly, at the expense of the remainder of the tanker fleet. 
Would you care to comment. upon that allegation / 


Mr. Anten. I think the impression is erroneous. If you go back 
to the very basic principles, I think every mortgage on every piece 
of real estate on every home in the country prov ‘ides that. if the bor- 
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rower doesn’t pay his taxes, or something like that, the man with 
the mortgage can cure the default and keep the mortgage good. This 
is exactly parallel to that sort of thing. 

The proposal comes from the Maritime Administration and the 
Department, in order to protect the interest of the Federal Govern- 
ment and particularly to be able to keep a default from occurring, 
or to cure a default that has occurred for, as indicated in my testi- 
mony, an amount of $65,000, rather than being called upon to put up 
between $3 and $4 million. There is no question in my mind but 
what this bill, if enacted and followed up by action where necessary, 

can protect the interest of the United States and keep money from 
the Treasury out from investment in the tanker industry. 

Senator Barrierr. I am not quite clear. Let us assume this bill 
in any form is not enacted. Can you then continue to make these 
advances as you have up to this time? 

Mr. Avien. I think we can. There is this difficulty: that when 
section 207 was drafted in 1936, the contingency was not foreseen. 
There was no title XI providing for insured mortgages in the 1936 
act. In interpreting section 207, which is a very general authority 
to give the authority required here, it is conceded by all involved 
that it would have been better had title XI contained the provision, 
rather than to have to place reliance on section 207. 

Senator Barrierr. Does the Government have a uniform involve- 
ment in each — or does it vary ¢ 

Mr. Auten. The percentage that is permitted to be insured is either 
75 percent or : 871 4 percent of the cost of the ship, depending some- 
what on the character of the ship, though that is limited. And then 
the Government’s obligation is to insure the loan as to 100 percent 
of the amount of the loan. 

Senator Barrierr. Have any of these ships been used in the tanker 
trade to date? 

Mr. Auten. Oh, yes. I am quite sure that most of the 21 ships 
that have been delivered have had use. 

Mr. Bourson. Mr. Secretary, how will you get your funds? By 
appropriation ? 

Mr. Auten. Yes. If it should appear that the amount needed to 
cure defaults exceeded the amount in the fund, there would be a 
request. for appropriations. In that connection, it is an estimate, 
but I think a good one, that the amount in the fund at the present 
time is likely to suffice to cure any default that might be made before 
Congress meets again in January. We have the agreement of the 
Bureau of the Budget that should it appear necessary, we could im- 
mediately ask for an appropriation to increase the fund to meet 
further defaults, or to meet defaults that were pending. 

Mr. Bourron. That would be all right if the Congress were in 
session. 

Mr. Auten. It will be in January. Temporarily, I believe, the 
fund is something over $2 million—$2,127,000—presently on hand. 
And the estimate of potential defaults for the full fiscal year would 
be $3,700,000. And the probability is that half, or a little less than 
half, might occur before Congress met again. I notice these defaults 
that have been cured were cured in January. So I would think there 
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would be maybe two possibilities of quarterly payments that could 
default between now and January. 

If there should be defaults earlier, or additional defaults, I sup- 
pose we would still have an opportunity during this Congress, if the 
picture changes, to request a supplemental appropriation. I think 
that is very ‘unlikely. 

Mr. Grinstein. It would be possible, though, that there might be 
defaults after this session ended and before Congress resumed in 
January ? 

Mr. Aten. Yes, and those are what we estimate would not exceed 
the $2 million available. 

Mr. Grinstein. Under the law as it stands today, if there is a 
default the Secretary of Commerce can go to the Treasury and get 
the money to pay the whole amount of the default? 

Mr. Aten. That is correct. 

Mr. Grinsretn. The substitute text would depart from that and 
say that even though in the case of a full default you could go to the 
Treasury and get the money, in the case of a partial default you can’t 
do it; you would have to go to appropriations? 

Mr. AutLEN. That is correct, too, and I could only speculate on 
what the recommendation would be if the original bill were up for 
consideration now. But there is the general principle, and I think 
it is a very valid one, that the moneys ‘withdrawn from the Treasury 
should be withdrawn through the regular appropriation procedure, 
and no departure from that principle should be made except on a 
very extraordinary case. 

Mr. Grinstein. The theory of this bill, as I understand it, is to 
protect the Government’s investment by extending the period in 
which the carrier might default, so that he might be able to resume 
his payments and payment might be made in full. 

Mr. Auten. That is correct. The carrier might benefit also, but 
that is incidental to the fact that the Government is protecting its 
position. 

Mr. Grrnstrern. And the Secretary of Commerce and you, as Under 
Secretary, are satisfied that the substitute text providing for appro- 
priation would give the Government adequate protection on its 
investment ? 

Mr. Auuen. Yes, sir; that is our opinion. 

Mr. Grinstein. I understand that there has been a new arrange- 
ment offered by the Bowery Savings Bank whereby they would nego- 
tiate their note with a trustee, and that the trustee would break the 
note up into a bonding issue. Are you familiar with that ? 

Mr. Auten. No, sir; Iam not. 

Mr. Grinstein. I wonder if that has been discussed with the Fed- 
eral Maritime Board ? 

Mr. Merz. I am Elmer Metz, Chief of the Office of Government 
Aid, Maritime Administration. 

That is a proposal in connection with what we call private mort- 
gage loans, and it is a proposal to transfer the present mortgage on 
the vessel to a trustee, and then have the trustee issue bonds similar ly 
as in our public financing loans. 

—_ proposal would involve this: the new bonds would be in the 
aggregate denomination of the outstanding principal balance of the 
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present mortgage. They would bear the same rate of interest as the 
present mortgage loan. They would be offered for sale not at par as 
our public bonds are required to be offered, but they would be sold 
at whatever the market would bear on that partic ‘ular day of offering, 
and it would have the same guarantee. The mortgage would be guar- 
anteed or insured by the Government to the same extent as the present 
mortgage. 

That is substantially the plan. 

Mr. Grinstern. Do you know whether any carriers are going to be 
able to take advantage of this, or plan to take advantage of this? 

Mr. Merz. There is under consideration at the present time, by one 
of the investment houses in New York, the possibility of handling 
two such mortgages. 

Mr. Grinstetn. And that would be an alternative way of handling 
this problem / 

Mr. Merz. Yes: thatisright. That depends, however, upon the wil- 
lingness of the present mortgagee to enter into that type of an arrange- 
ment again. They would have to agree to that. 

Senator Barrierr. Mr. Secretary, what is the aggregate lability 
of the Government now in this particular area ? 

Mr. ALLEN. $406.319.000. 

Senator Bartierr. Is that figure almost synonymous with the total 
cost of the tankers / 

Mr. Aten. It would be 8714 percent of the total. Roughly one- 
seventh of this amount would have been advanced by the owners of the 
ships. About $60 million of private funds would be involved. 

Senator Barrrierr. Two advances, you said, had been made already 
by the Maritime Administration / 

Mr. ALLEN. Yes, sir. 

Senator Barrierr. Were those both with reference to one ship ? 

Mr. Aten. I presume they were. The amounts were identical. 

Senator Bartierr. And you must foresee and forecast the possibil- 
ity, the probability of further defaults, or you wouldn’t be here testify- 
ing for this. 

Mr. Atten. That is correct, sir. 

Senator Bartietr. Mr. Secretary, why is it that this gloomy situa- 
tion has arrived and is likely to continue for some time? Would you 
care to give your opinion on that ? 

Mr. Atren. I think the history of the tanker industry has been a 
history of high peaks and low valleys over the years. Shipping gen- 
erally has been down in the past few months, and the tanker industry 
mn particular has been down. When the investments were made, | 
believe it was at the time of the Suez crisis when a very high peak of 
prosperity was being enjoyed. The timing of this investment may 
have been unfortunate for those who came in at a time when the tanker 
industry was enjoying a peak, but with their ships coming into being 
at atime when it had gone down to a low level. 

Senator Barrierr. I believe you said that most of these tankers are 
of large size. Were they so constructed as to be able to round the 

‘ape t and avoid the use of the Suez Canal? 

Mr. Aten. I can answer, I think, by saying that there is one mort- 
gage for as much as $16 million. There are a number that run $8 and 
$10 million, and a very few that are in the $3 or $4 million price. This 
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would indicate to me that the great number of these tankers are be- 
tween 35,000- and 65,000-ton capacity, and that one of them is probably 
100,000 tons, and all of them could go unyWwhere in the world and 
come back. 

Senator Barrierr. What part of the U.S. tanker fleet, in terms of 
capacity, Is represented by the ships In this particular category / 

Mr. Auten. There are about 300 tankers, 1 believe, and there are 29 
here, so it would be about 10 percent of the number of vessels. What 
the percentage of the total tonnage is, 1 wouldn’t know, although it 
wouldn't be far from 10 percent. These ships on an average are larger 
than the older ships. It would be a little higher percentage of the ton- 
nage than it would the number of vessels. 

Senator BarrLerr. Are they all privately owned ? 

Mr. ALLEN. Yes, sir. 

Senator Bartterr. No company-owned ships included ¢ 

Mr. Avuen. They are all private companies. 

Senator Barrierr. I mean no oil companies ? 

Mr. Auten. No oil company ships that are approaching default. 

Senator Barrierr. Are there any of the oil company ships that were 
insured under this program / 

Mr. rake Not any of them. 

Mr. Aten. No big ships for oil companies have been insured. No 
ships at all have been insured for oil companies. 

Senator Barrierr. The biggest ships you said were 65,000 tons in 
this program ¢ 

Mr. Aven. I believe there is one in there for 105,000 tons. 

Senator Barrier. Is it built ? 

Mr. Auuen. It hasn’t been launched. It is in the process of being 
built at Quincy, Mass. 

Senator Barrierr. Have all of the largest ships that have been 
already constructed been put in service?’ You mentioned some 
65,000-ton tankers. Are they all being used 4 

Mr. Auten. Al] but one. Ther re is one 65,000-ton ship that is not 
being used, and the others are in use. 

Mr. Grinstewn. This bonding arrangement you indicated might be 
satisfactory if the mortgagee would go along with it: have any of the 
mortgagees indicated that the ‘y would be willing to go along with it? 

Mr. Merz. Yes, sir. The only one that has disc ussed it with us at 
all was the Bowery Savings Bank and they indicated that they would 
go along with it on these two mortgages. 

Mr. Grinstein. On these two? 

Mr. Merz. Yes. 

Mr. Grinstein. On atrial basis ? 

Mr. Merz. Well, I assume that if it worked there they would be 
willing to consider it with respect to others; yes. 

Mr. Grinstein. Does Maritime have any objection to this? 

Mr. Merz. Not on the conditions which we put forth to them, getting 
certain concessions made in the mortgage terms. We would have no 
objection to that. 

Mr. GrinstErn. There would be no objection, for example, based on 
the fact that these bonding issues might compete with the bonding 
issues by the subsidized carrier ? 
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Mr. Merz. We have contacted a number of the finance people in New 
York, and there is a difference of opinion on it. The bigger houses, 
even, differ as to the result. I can’t speak officially for Maritime, but 
it hasn’t gone to that stage yet. We think it is worth exploring fur- 
ther. 

Senator Bartierr. Thank you, gentlemen. 

The next witness will be Senator Charles Potter, executive director, 
Committee of American Tanker Owners, Inc., accompanied by Marv in 
J. Coles. 


Weare glad to have you here, Senator. 


STATEMENT OF CHARLES POTTER, EXECUTIVE DIRECTOR, COM- 
MITTEE OF AMERICAN TANKER OWNERS, INC., ACCOMPANIED 
BY MARVIN J. COLES, COUNSEL, WASHINGTON, D.C. 


Mr. Porrer. It is a pleasure to appear before the committee again. 
Mr. Coles and myself, and Mr. Kahn, appeared before this committee 
a few weeks ago and presented our formal testimony. Our appear- 
ance here this morning is to comment upon the recommendations made 
by the Department of Commerce. 

I will identify myself, Mr. Chairman. Iam Charles Potter, execu- 
tive director of the Committee of American Tanker Owners. On my 
right is Mr. Marvin Coles, who is general counsel of the Committee of 
American Tanker Owners. 

Mr. Chairman, I want briefly to recap a little bit of the statements 
that have been made previously. If you will recall back at the time 
of the Suez crisis the Government, and rightly so, was greatly con- 
cerned because of our great shortage in American tankers. Asa matter 
of fact there was testimony before this committee that the Government 
needed an additional 100 tankers. Asa result of that crisis the Gov- 
ernment certainly encouraged private industry, private interests, to 
enter into a program to build tankers in American shipyards, and to 
fly the American flag, and to have the speed and the size for definite 
requirements in order to meet a national defense need. 

Certainly if tankers of this kind were needed at that time, there has 
been nothing in the world situation that has changed. So that they 
are needed today for definite purposes. 

These tankers, the owners that we represent, entered into an agree- 
ment with the Department of Commerce and made their plans to 
build these tankers. ‘These tankers are now coming out of the ship- 
yards. Unfortunately the economics of the tanker trade have 
changed considerably. Many of our er are coming out of the 
shipy: ards and laying at doc ks, losing $4,000 or $5,000 a day. 

Those that are employed are employed at a ig el rate, many of 
them losing $2,000 or $3,000 a day while employed. 

The Maritime Commission required that these owners have in 
excess enough funds to carry them over, I believe, a year’s time to 
make their principal and interest payments. This money is rapidly 
being used up and the Government is faced with a very serious prob- 
lem ‘of these tankers going to default, which will amount to several 
hundred million dollars 
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The text of the substitute that has been recommended by the De- 
partment of Commerce is a text that we haven’t had an opportunity 
to see until now. Therefore it is a little difficult for us to make the 
formal comments that we would like to make. However, Mr. Coles 
is here and he is our general counsel. I would like to have Mr. Coles 
present to the committee our views on the text of the substitute sub- 
mitted by the Department. 

I would just like to say one thing: First, that if title XI is the law 
of the land today, and if the Government can pay the full amount of 
the default, it would seem to me that prudence, logic, and just good 
judgment would say that the Government can make partial pay- 
ments direct from the Treasury, as it would if in default, in order to 
protect its investment. 

Tam a little fearful, Mr. Chairman, that between the time this Con- 
gress ends—which I am sure the distinguished Senator from Alaska 
hopes will end early this summer—and by the time the new Congress 
convenes, I am fearful there is not enough funds in the insurance fund 
of the Maritime Board to meet all of the defaults. And once a default 
has been made the Department of Commerce has no alternative but to 
go to the Treasury for the full amount, whether it be $10, $12, $14, 
$16, or $15 million, to pay that default. 

It may be wishful thinking on the part of the Department to say 
that for the payments and the grants of Government funds in order 
to keep these tankers from going into default, the funds available 
at the present time are enough to hold over between the conclusion of 
this session of Congress and the beginning of the next. 

If there is not, there is nothing they can do but go to the Treasury 
and ask for the full amount on that particular ship. So I am hopeful 
that the committee, in considering the language of the bill, will keep 
in mind that there is this possibility; and the Government certainly 
doesn’t want to be put in the position of making a full payment on 
default. It is in the interests of the Government to make sure that 
that doesn’t happen. 

With the permission of the chairman I would like to have Mr. 
Coles’ comment more specifically on the language. 

Senator Barrierr. Senator Potter, before hearing from Mr. Coles, 
I wonder if we might ask a question or two of you? 

Mr. Porrer. Yes, sir. 

Senator Barrierr. When you mention the full amount, do you 
mean 8714 percent of the cost of each ship, minus—— 

Mr. Porrer. That is right. 

Senator Barrierr. From your knowledge of the tanker trade, Sen- 
ator—and I know it is very considerable—what is your projection for 
the years ahead as to the economies of this situation ? 

Mr. Porrer. Mr. Chairman, I think 70 percent of our present 
tanker fleet is over 15 years old. These tankers—the only new tank- 
ers that have been built since World War IT, in the hands of private 
American ownership—are what we call title XI tankers, tankers that 
enjoy a Government mortgage. 

In answer to your question, I think most people will agree that with 
reference to the T-2 tankers, or war-built tankers, their life expect- 
ancy is not too long. It can be 5 years, it can be 2 years. But cer- 
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tainly after a 2-year period the T-2 tankers will be diminishing from 
the market. As a result of the experience that the owners of our so- 
called supertankers, title XI tankers, are having, you are not seeing 
too many tankers being built today, as replacements for your T-2 
tankers, with private capital. 

I thmk most people will agree that chances are—and tls is a 
guess—that after about 2 years the market should be coming up. 

There is an oversurplus of tankers in the world market today: and 
a lot of new ones are being built. But I think that most people are 
hopeful, based upon certain real knowledge that we have of the eco- 
nomics of the industry, that the future, after a 1- or 2-year period, 
should be good. 

Senator Bartiterr. Would you say that in general the T-2 tankers 
are making money now ? 

Mr. Por rer. The T-2 tankers, most of their capital investment has 
been paid off. There are smaller tankers, and I am sure that many 
of the T-2 tanker operators at this time are not enjoying a good eco- 
nomic climate. 

Senator Bartrerr. Did they have uniformly good experience dur- 
ing their life to date? 

Mr. Porrer. These are tankers that were built during World War 
II. Of course, in the postwar years the tanker trade was very good, 
and very lucrative. There was a little drop prior to Suez. The Suez 
crisis picked that up. By this time I am sure that most of the capital 
investment of the T-2 type tanker has been amortized. 

Mr. Bourson. Senator, would you be able to give some estimate of 
how many of the 'T-2’s have been “jumboized,” which I understand 
would extend their life 10 to 15 years? 

Mr. Porrer. Some have been jumboized, and that certainly extends 
their life expectancy by a good many years. However, with today’s 
market I doubt very much if you will find many T-2 owners that 
want to put the additional funds in even to make a larger ship. 

Mr. Bourson. When you say that no new tankers are being built 
except these, do you take into effect, for instance, the number that 
Gulf has 

Mr. Porrer. I am not speaking of mstitutionalized tankers. I am 
speaking of tankers of individual tanker owners. 

The majority of your ships that are being built for your large oil 
companies, of course, are being built abroad and flying a foreign flag. 

Senator Barrierr. You said, Senator, as I rec all, that when the 
supertankers dock it costs the owner $4,000 or $5,000 a day, and if it 
is in foreign trade it is likely to cost him $9,000 to $3,000. Are any 
of them making money ¢ 

Mr. Porrrr. Not today. The only ones that are making money 
today are tanker owners whose tankers were delivered early and they 
were able to get a long-term charter. 

Senator Barrierr. Do you agree with Secretary Allen who stated, 
although I don’t think he pretended to have any exact knowledge of 
this, that all the supertankers were in use save except one ? 

Mr. Porrer. It is difficult to say on any particular date. 

The National Defender, for example, is a 65,000-ton tanker. It 
eame out of Newport News and immediately went into lavup. A 
couple of years ago it got a cargo of grain. Most of these trips are 
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a charter for one trip. They may make a trip and come back and 
go and lay up for a couple of weeks until they get another trip. But 
even while they are employed the owner hi as this decision to make: 
You will take these trips at a great loss. You will say, “Why would 
a person take a charter and lose $3,000 a day?” It is better than losing 
$4,000 a day and being tied up. It is just that simple. 

Senator Barrierr. It isa choice of two evils. 

Mr. Porrer. It isa choice of two evils. 

Senator Barrierr. Thank you very much, Senator. 

And now Mr. Coles. 

Mr. Corrs. Mr. Chairman, as Senator Potter has pointed out, we 
have an economic situation here which we believe is temporary. In 
other words, most people in the industry feel that within a year or 
2 years, 3 years at the most, we will have an economic climate for 
tankers of the American flag ‘which will enable these ships to operate 
profitably. 

In the interim, however, we are faced with the fact that the work- 
ing capital of these companies will soon be exhausted. Once the 
working capital is exhausted, they can’t meet their mortgage pay- 
ments. When that happens, of course, the ships are foreclosed; the 
future prosperity becomes academic. 

What this legislation is designed to do is merely to buy time, to 
enable these tankers to continue in operation in private hands until 
this market does turn. 

May I point out two things: This is to the benefit of the tanker 
owner because it will enable him to continue in ownership and opera- 
tion of his vessel. It is equally of benefit to the Government, because 
the Government will not be called upon to pay on mortgages totaling 
literally hundreds of millions of dollars. We believe that there will 
be no cost to the Government under this program for two reasons: 
(1) If we are correct in our economic prognostications so that these 
tankers in from 1 to 3 years can be employed profitably, then these 
funds advanced by the Government will be paid back 100 percent from 
the first earnings after the then current mortgage installments. In 
any event, however, the Government cost is practically nil. 

May I explain that? We have a mortgage here of $10 million. If 
the Government advances, let us say, for principal $500,000, and that 
is paid off, the Government is temporarily out of pocket $500,000. 
However, its obligation on the mortgage is decreased in an identical 
$500,000. So, instead of being $10 million, it becomes $9,500,000. The 
only way in which the Government’s cost could possibly be increased 
would be if they make advances of interest. And even there the only 
cost to the Government would be the differential in the interest rate 
which the Government pays and the interest rate paid on these mort- 
gage indebtednesses, which I would say would be under 1 percent, 
and probably in the neighborhood of about one-half of a percent, 
depending on money market conditions. 


So that the Government has practically nothing to lose, and a good 
deal to gain. 
This bill is required because of a legal technicality. Under section 


1105-B, as amended, the Merchant Marine Act, which is part of title 
XI, under which these mort gages are granted, it reads: 
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If at any time the moneys in the Federal ship mortgage fund authorized by 
section 1102 of this act are not sufficient to pay any amount, the Secretary of 
Commerce is required to pay by subsection A of this section— 
that is by 1105— 


the Secretary of Commerce is authorized to issue to the Secretary of the 
Treasury notes or other obligations in such forms and denominations, bearing 
such maturities, and subject to such terms and conditions as may be prescribed 
by the Secretary of Commerce with the approval of the Secretary of the 
Treasury. 

In other words, when they are authorized to pay money under sec- 
tion 1105—A, the Secretary of Commerce can go to the Secret: iry of 
the Treasury and get this money to pay to the banks; 1105- A, how- 
ever, says this: 


In the event of any act or failure to act which gives the mortgagee 
the bank— 
the right to foreclose any such events herein being called defaults 


and failure on the part to remove that, there can be a foreclosure. 

In other words, the Government today—rather, the Department of 
Commerce today—can go to the Secretary of the Treasur v and get. the 
money he needs to pay these mortgages, but only when there is a 
default. 

In other words, Mr. Chairman, under existing law if there is a mort- 
gage of $10 million, and there is a default under that mortgage, the 
Secretary of Commerce can go to the Secretary of the Treasury and 
get the full $10 million. But he is not authorized under ex isting law 
to go to get $500,000 in order to make a partial payment to cure that 
def Fault and to prevent the default. 

In other words, that is the gist of what this new bill is. 

We saw today, for the first time, the proposed substitute bill. You 
have before you the bill presently before this committee. We would 
like to urge enactment of that bill, rather than the proposed substitute. 
And the reasons are not pride of authorship, but very practical reasons 
why we believe the Government-suggested substitute will not accom- 
plish the result required. 

If you will note, the bill as introduced gives the Secretary of Com- 
merce in his full and sole discretion the right to call upon the Secretary 
of the Treasury under 1105-B, for the funds to prevent default. And 
the Secretary of Commerec can take whatever steps he needs to protect 
the Government’s interest there. He is not required to do it. It is 
purely in his discretion. 

Now, we believe that gives complete protection to the Department of 
Commerce to protect the Government’s interest and to take whatever 

security they have. 

You will note that that bill authorizes the Secretary to use the exist- 
ing powers under 1105-B to take money for parti: al defaults, rather 
than having to wait for the full default, or rather, to prevent default, 

rather than having to wait for default. 

In other words, what he can do under the bill proposed, would get 
half a loaf, or a slice of bread, to prevent the whole bread from 
becoming rotten. 
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The bill which the Government has suggested as a substitute only 
permits them to go to the insurance fund for moneys. That insurance 
fund develops from the premium which we pay to the Government in 
consideration for insuring these loans. For example, on a $10 million 
loan, we pay the Government $75,000 a year for the insurance which 
they give us, and that money builds up in this Federal ship mortgage 
insurance fund. I am infor re that. = September of this year there 
will be $2 million in that fund. Under this bill the Government would 
only be permitted to make these advances out of that fund. If they 
want to get additional amounts to make advances, they will have to 
come to Congress. Here is the problem. 

The fund is not sufficient, in my opinion at. least, to meet the ad- 
vances that will be required before the end of the year. Even if they 
were, they would leave all of these companies completely denuded of 

“ash, and hence always on the verge of bankr uptey, rather than as the 
bill introduced by Senator Magnuson would provide, permitting them 
to make advances prior to these companies approaching the end of the 
financial rope. 

We have testimony in the record, if my memory serves me correctly, 
that two tankers will be in default about September of this year. ‘I 
am certain that there are three or four others. 

[ am equally clear in my own mind, although Maritime would have 
the figures much more reliably than I, that prior to the end of this 
year, unless there is a change in presently foreseeable tanker condi- 
tions, the demands will be more than $2 million. When you consider 
that there is a September payment to be made, and 3 months later 
there is a December payment to be made, and 3 months later there is a 
March payment to be made, and when you further consider that on a 
$10 million tanker these payments are roughly $200,000 per ship 
per quarter, you can see that $2 million won’t last very long. 

So what we are afraid of is that there will not be sufficient moneys 
in the insurance fund: we are — sure of that. If you have to go 
to Congress for an appropriation, I don’t seen how an appropriation 
can be gotten to meet a December payment and the whole thing may 
go on the rocks, despite the legislation. 

Under the bill Senator Magnuson has introduced, the Secretary 
of Commerce in his discretion could go for half a loaf to the Secretary 
of the Treasury. 

There is one other problem here, and that is in the bill which we 
have suggested, the Secret: uy of Commerce can get such see urity 
he deems necessary in his discretion to protect the Government. The 
substitute bill would prescribe certain specific things which must be 
done. We have no objection to these things. However, the lending 
institution would, we believe, have to give its consent to these. So long 
as they are mandatory by the legislation, the lending institution would 
very likely have a veto power. We suggest, therefore, that these re- 
strictive security covenants be omitted and in lieu thereof the Secre- 
tary of Commerce be given complete discretion to get the best security 
covenants he possibly can. 

Some mention has been made, Mr. Chairman, about a proposed 
trustee offer made by the borrowing bank. I am not. personally 
familiar with it. I gather from the testimony that what it would be, 
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would be that they would permit the breakdown into small parts and 

sale as bonds, the debts now evidenced by a single mortgage handlable 
by a single institution. That may be a step in ‘the 1 "ight direction, but 
I don’t think it will cure the overall problem because 5 until we get into 
an earning picture where we can make money to pay our inst: lIments, 
we have got to have advances. I don’t care whether there is a bond 
issue or a single mortgage, I think the same condition will prevail. 

I think that is all, Mr. Chairman, exe ept that I do hope the commit- 
tee will consider the amendments to 1105 suggested in the original 
bill. 

Mr. Grinsretn. The essential difference, then, between your view of 
the Under Secretary of Commerce’s proposals, is that you say there 
will most likely not be enough money in the insurance fund to take 
care of the obligations as they ¢ ome due? 

Mr. Cores. I would say that is the practical difference, Mr. Grin- 
stein. I would like to point out, however, that what we are doing in 
our approach is saying use the existing authority, but modify it so 
that. you can take a part, rather than the whole. 

What Maritime is saying, and the Secretary of Commerce is saying, 
is use your power to use insurance fund money, which you have today 
under section 207, and has been used under section 207, and then have 
the right to come to Congress to get an appropriation. We just don’t 
think that is an adequate cure for this problem. 

Mr. GrinsteIn. Would it be possible that if they were to operate 
under the insurance fund, and if the money were to run out in Sep- 
tember or October, that it would result in something approximating 
discrimination in that they would advance money to certain carriers 
to take care of their obligations, but other carriers would not be able 
to get it? 

Mr. Corks. It could work out that way. 

Mr. Grinstern. And as a result carriers would be forced to lay up 
through no fault of their own 4 

Mr. Cotes. Not into layup, but into default. And remember layup 
means that vou have a ship which is yours, and so long as you can pay 
your mortgage principal and interest, you ari it. But the minute 
you have a default and foreclosure, the owner's interest is completely 
cut out. 

Mr. Grinstern. You say it could result in discrimination between 
owners ! 

Mr. Cores. It might. It could, very well. 

Mr. Grinstein. I think at the last hearing you mentioned that this 
bill was a temporary measure, and didn’t answer the whole problem. 
The primary concern at this time was favorable consideration by 
OCDM of the petition. 

Is that still your view ? 

Mr. Cores. Unless there is cargo available for these ships at 
favorable rates, this is purely temporary, but ultimatey we could 
not survive economicaly. 

Mr. Grinstern. Then your answer is “Yes”? 

Mr. Cores. My answer is “Yes.” 

Senator Bartiert. Mr. Coles, this insurance premium fund, is that 
segregated with respect to payments for these particular ships? 
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Mr. Coxrs. I don’t pretend to be an expert on that. I believe it is 
merely one fund, Mr. Chairman, into which all of the receipts go. 
Whether those receipts from insurance premiums are from tankers, 
dry-cargo ships, I really don’t know. I would have to refer to Mr. 
Metz or someone else from Maritime. 

Senator Barrietrr. But you do tell the committee that the total 
amount available for this purpose would come from premiums paid 
by the owners of these tankers ¢ 

Mr. Covers. No, sir; it is my understanding that the amounts which 
could be used under the Secret: ivy of Commerce’s bill, would be the 
amounts in this insurance fund. ‘And it is further my understanding, 
athough I again say I must turn to Mr. Metz or someone with more 
expert knowledge, that the funds in the Federal ship mortgage insur- 
ance fund include payments made by other than tanker ships. 

Senator Barrierr. In any case, you don’t believe that fund has 
enough money to meet possible requirements pending reassembling of 
cargoes ¢ 

Mr. Cores. I don’t see how it possibly could. I hope I am wrong, 
but I don’t think it will come anywhere near it. 

Senator Barrierr. Mr. Coles, two identical advances in the amount 
of $65,165 have already been made by the Maritime Administration. 
I assume they came from this fund to which you alluded ? 

Mr. Corres. Yes. Those advances are on a jumboized ship. The 
mortgage is very small. I believe it is about $3,500,000 now. 

Those payments ] am told came from the fund and there is author- 
ity to make those from the fund. 

Senator Barrierr. Reference was made to a petition. What pe- 
tition ? 

Mr. Corrs. I think that Mr. Grinstein is referring to a petition 
that has been filed before the Office of Civilian Defense Mobilization 
which would require 50 percent of the imported oil carried into the 
United States to come on American tankers. 

Senator Barrierr. Mr. Coles, so far as your knowledge goes, did the 
Federal Government urge that these supertankers be built # 

Mr. Corks. Yes, sir; ‘they did. If you will refresh your memory 
back to late 1956, when the closing of the Suez made a very danger- 
ous world situation, I believe it was the President who said that we 
would need 100 supertankers, so that we could bypass Suez in the event 
of a recurrence. I can recall testimony by the Navy stating that these 
ships were needed for defense. 

These contracts were made, Mr. Chairman, beginning I would say 
in late 1956, and running through 1957. At that time the tanker 
business was fine. The tankers weren’t delivered until from 214 to 31%4 
years after the contracts were set, by which time business had gotten 
into its present depressed state. 

Senator Barrierr. You spoke about the possible need for ¢ appro- 
priations, the request for which might come when Congress wasn’t in 
session. Under what law would that request be made? 

Mr. Corrs. I am a little bit confused about that because I under- 

stood that in this substitute proposal there was a substantive basis for 
appropriation. Perhaps I just haven’t found it, but as far as I can see 
I don’t see such a substantive basis for an appropriation. I presume 
it could be taken care of by amendment, but I don’t see it now. 
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Senator Bartierr. You informed the committee, as I understand 
it, that the substitute proposal of the Department of Commerce can- 
not possibly meet the realities of the situation. 

Mr. Cores. I would not say it could not possibly, because there are 
certain economic conditions I cannot foresee. May I put it: In my 
opinion this would not meet the economic realities because the moneys 
just wouldn’t be there when the defaults occur. There are two ways 
in which it might: 

If prior to recess, Congress were to pass an appropriation now, on 
the off-chance that the money would be needed, that could be done. 
Or second, if the December defaults could be carried into Janu: ry, 
and the first week or two of January of the new Congress, we could get 
a supplemental. But asa practical matter I do not believe this would 
meet the practical problem. 

Senator Barriterr. You do say, in other words, that if the Depart- 
ment of Commerce recognizes the problem, expresses a willingness to 
meet it, it had best do so under the terms of the Magnuson bill which 
will obviate the need for further legislation ? 

Mr. Cotes. In my mind that is the only answer. 

Senator Barrierr. You also tell the committee, I infer from what 
you said, that if worse came to worst, if there is no legislation at all, 
the Government might have to record a complete loss; but if legisla- 
tion is passed, the loss will be only a partial one. 

Mr. Cores. Without this legislation, if there were defaults, the 
Government would have to take over the ship. I would doubt that 
there would be any resale market for the ship today. As a result, the 
Government would have to pay out the full amount of the mortgage 
and just get a ship which T assume they would put in layup. 

If this plan is adopted so as funds in partial amounts can be ad- 
vanced to prevent defaults and thus prevent foreclosure and thus pre- 
vent the Government from having to pay out the full amounts, it is 

my opinion—and I believe it is the opinion of all or almost all in this 
tanker industry—that within a year or two or three the earnings of 
these ships will be enough not only to pay their then current mort- 
gage obligations, but to repay the entire amount of these advances 
made by the Government. If I am wrong, the only cost to the Gov- 
ernment would be the interest differential. 

So it is a risk in which it is heads the Government wins, tails 
wins, too. 

Senator Barrierr. Thank you, Mr. Coles, and Senator Potter for 
your contributions. 

Mr. Porrer. Thank you, Mr. Chairman. 

Senator Barrierr. There is offered for the record the statement 
made by Chairman Magnuson before the Senate in his introduction of 
S. 3018; also, a letter addressed to Chairman Magnuson by Acting 
Secretary of the Treasury Laurence B. Robbins, dated March 23, 
bearing on this bill, in which the Treasury Department recommends 
consideration of the substitute bill offered by the Department. of Com- 
merce in lieu of the language of S. 3018. 

There is also offered for the record a letter dated March 9, addressed 
to Chairman Magnuson, by the Comptroller General of the United 
States. This is in the nature of a favorable report on S. 3018. 
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Also, for the record, a letter from the Comptroller General, dated 
December 2, 1959, addressed to Administrator Morse, Maritime Ad- 
ministration; and Mr. Morse’s letter to the Comptroller General, dated 
October 26, 1959. 

(The letters are as follows:) 


STATEMENT BY SENATOR MAGNUSON 


This bill would authorize the Maritime Administration to advance moneys for 
the payment of principal and interest on ship mortgages guaranteed by the 
United States, under title XI of the Merchant Marine Act, 1936. Its purpose 
is to change existing law, which authorizes the Maritime Administration to pay 
the full amount of such guaranteed mortgages, so as to permit the Maritime 
Administration to make partial payments as well. The basic effect would be to 
give the Maritime Administration the authority to advance part of its guarantee 
rather than being required to pay the total amount. 

In order to encourage construction of American-flag ships, the Maritime Ad- 
ministration is authorized to guarantee mortgage loans upon such ships. This 
program is basically similar to the FHA program for housing. In cases of de- 
fault on any mortgage, the Maritime Administration is authorized to obtain funds 
from the Treasury, to pay off the mortgage, and to take title of the ship for sale, 
operation, or such other disposal as it deems advisable. While the present law 
authorizes the Maritime Administrator to call upon the Treasury for funds to 
pay the full amount of the mortgage guarantee upon default, a technicality does 
not permit him to call for lesser amounts to meet current payments and hence 
avoid being called upon to pay the full guarantee after default. This bill would 
grant such authority. 

The Maritime Administration has the authority today, and the General Ac- 
counting Office has so ruled, to make these advances for current mortgage pay- 
ments. In doing so, however, it is limited to the small amount in its insurance 
premium fund. As previously mentioned, the existing legislation making pos- 
sible the full payment of the guaranteed mortgage on default does not permit the 
Administrator to obtain funds in amounts which would be required to meet cur- 
rent payments. The existing legislation must, therefore, be amended so as to 
provide the Maritime Administrator with authority to make advances to delay 
or prevent default rather than having to pay the full amount after default. 

Under the mortgage-insurance program, the Maritime Administration has guar- 
anteed mortgage loans on tankers in an amount approaching $200 million. Due 
to poor market conditions, lack of help from the Government agencies in obtain- 
ing cargoes, and no provision for these tankers to carry any of our country’s 
imported oils, it is presently impossible for these ships to operate profitably. 
Many of these tankers will thus not be able to meet their mortgage principal and 
interest payments as they become current in the next few months. Pending a 
resolution of the tankers’ economic problem, it is necessary that steps be taken 
to prevent default on these mortgages. For as soon as such defaults occur, the 
Government will be called upon to pay the full amount of the mortgages. Under 
the provisions of this bill, the Government will be able to advance principal and 
interest payments and thus to prevent the mortgage default and avoid the Gov- 
ernment’s obligations to pay thereunder. It is contemplated that these advances 
will carry these vessels over the present temporary market condition into a 
period where they can earn their mortgage payments and also repay the ad- 
vances made by the Government. 

The proposed legislation should not increase the total liability of the Govern- 
ment over its present guarantee obligations. As it is believed that the financial 
situation of the tanker companies is temporary, the advances made for pay- 
ments of mortgage obligations will be repaid to the Government. Moreover, 
the Government is fully liable today under its mortgage guarantee for the full 
amount of principal and interest. Hence, any advance made that 
outstanding balance of such principal and interest equally reduces the amount 
of the Government’s outstanding guarantee obligation. The only possible in- 
creased cost would be the interest payments which would be advanced by the 
Government. Even there, however, such extra obligations for interest would 
be offset by the interest savings to the Government by the Government not 
being required to obtain moneys to pay off the full amount of the defaulted 
mortgages. It is believed that this program permitting advances to meet current 
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mortgage requirements will ultimately save the Government from paying large 
amounts on its already existing guarantees. Unless authorization to make 
these advances is granted, it is likely that temporary tanker market conditions 
will require the Government to pay out almost $200 million on its existing 
tanker mortgage guarantee obligations. Approval of this program to make 
advances would substantially lessen the possibility of such huge payments being 
required. 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, March 23, 1960. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8S. 3018, to authorize the Maritime Administration to make 
advances on Government insured ship mortgages. 

The purpose of the proposed legislation is to permit the Secretary of Com- 
merce to make payments to the mortgagee on installments of principal and 
interest on ship mortgages insured under title XI of the Merchant Marine Act 
when there has been a default by the mortgagor in making such payments. 

It is our understanding that the Secretary of Commerce is submitting a substi- 
tute bill with the same objective to your committee. The Department recom- 
mends consideration of that bill in lieu of action on S. 3018. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Rossins, 
Acting Secretary of the Treasury. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., March 9, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate 

DEAR Mr. CuArRMAN: Further reference is made to your letter of February 
15, 1960, acknowledged on February 16, requesting the comments of the General 
Accounting Office concerning S. 3018, 86th Congress, 2d session, entitled “A 
bill to authorize the Maritime Administration to make advances on Government 
insured ship mortgages.” 

On December 2, 1959, we rendered an opinion to the Administrator, Maritime 
Administration, relative to the matter of advancing funds to a mortgagor for 
payment of a quarterly installment of principal on a ship mortgage insured by 
the Maritime Administration under title XI of the 1936 act in order to prevent 
a default under the mortgage. A copy of that decision is enclosed. 

You will observe we concluded that there is no specific provision in title XI 
of the act for situations such as the one described in the Administrator's letter of 
October 26, 1959, a copy of which also is enclosed; and we also pointed out 
that, for reasons set forth therein, while section 207 contemplated that the 
Administration should be permitted a considerable amount of latitude in con- 
tractual matters, such section might not be us clearly in point as desirable to 
cope with the situation presented. However, we believed that the statements 
contained in the Administrator’s letter were sufficient to constitute a reason- 
able showing that the expenditures of the character involved were reasonably 
necessary or expedient because of the business nature of the authorized activities 
involved. 

We were not unmindful of the fact, however. that pursuant to the provisions 
of section 1105(¢c)(1) of the act, the Secretary of Commerce, in the event he 
determines that the interests of the United States do not require foreclosure 
of a mortgage, may make such agreement with the mortgagor as in his opinion 
will result in remedying the defaults. But we also were aware that this 
authority vests only after assignment of the mortgage to the Secretary and 
after payment of the mortgage by the Government to the mortgagee; whereas, 
the proposal submitted by the Administrator contemplated assistance to the 
borrower prior to such action—which is the type of relief proposed by the present 
bill. Therefore, since it was our view that the action proposed by the Adminis- 
tration would be in the best interest of the Government, we interposed no 
objection to the plan. At that time, we also observed that the Administrator 


m 


in 
te 


fo 
Gr 
m 


CoO 
pr 


\- 
\- 


ry 
al 
‘A 
nt 


ne 
1) 
by 
ne 


XI 

of 
nit 
the 
on- 

to 
nts 
on- 
bly 


Lies 


ons 

he 
ure 
Liou 
this 
and 
eAS, 
the 
sent 
inis- 
| no 
ator 


AMENDMENTS TO THE MERCHANT MARINE ACTS 137 


already had informed the legislative committees of both Houses of Congress of 
his intention to recommend legislation which would provide explicit authority 
to take suitable action to protect the interests of the United States by prevent- 
ing so far as possible defaults under insured mortgages. 

In view of the foregoing, and for reasons set forth more fully in our opinion 
of December 2, 1959, we recommend favorable consideration of the proposed 
legislation. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


U.S. DEPARTMENT OF COMMERCE, 
MARTIME ADMINISTRATION, 
Washington, D.C., October 26, 1959. 
The Honorable the COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C. 


DEAR Mr. COMPTROLLER GENERAL: In your letter (A-51647) of March 27, 
1941, you considered section 207, Merchant Marine Act, 1936, as amended 
and concluded that the section permitted a considerable amount of latitude 
and vested broad discretions in contractual matters. However, you stated that 
there must be a basis for such actions, for the discretion thus permitted 
could not be exercised arbitrarily. Further, you suggested that, in all cases 
involving departures from established rulings covering the expenditure of public 
funds, there be given to you a full showing as to the basis and reason for 
the action contemplated. 

We therefore invite your attention to a matter of great urgency pending 
before this Administration. This matter involves a departure from our estab- 
lished procedures and requires, in our opinion, a prompt exercise of our authority 
under section 207 to make disbursements necessary to carry on the activities 
authorized by the act, in this case title XI thereof, and to protect and preserve 
collateral held to secure indebtedness. Our proposed action, the basis and 
reasons therefor, follow : 

The Maritime Administrator on December 3, 1957, entered into a contract of 
insurance of mortgage (MA-1679) with the Bowery Savings Bank under which 
a mortage in the amount of $3,909,000 (S714 percent of actual cost) running for a 
period of 15 years, was insured as to principal, and interest at the rate of 5 per- 
cent per annum, on a tanker, SS Gold Stream, for Red Hills Corp. 

Red Hills paid the quarterly installments on the mortgage as due, in the 
aggregate amount of $275,865 plus interest. until March 24, 1959, at which time, 
due to losses experienced in the depressed tanker market, the company was 
unable to meet its obligations. At that time the Maritime Administration and 
the Bowery Savings Bank agreed to defer the March and June, 1959 installments 
aggregating $130,330 until December 2, 1972, the maturity date of the mortgage. 
Interest due on the deferred payments was paid to the bank by the company. 

The vessel has been laid up, except for one vogage, since March 1959 and 
the company has been unable to meet the September 24, 1959, mortgage pay- 
ment. The Bowery Savings Bank is unwilling to agree to a deferment of the 
September 24, 1959, mortgage installment unless the interest rate on the 
remainder of the notes secured by the mortgage is increased to 514 percent or 
to 6 percent with the additional 1 percent uninsured and payable to the extent 
earned by the company. We are firmly opposed to any such arrangement which 
would increase the Government’s liability and also place an additional burden 
on the company. 

Under the terms of the mortgage, the company has until October 26, 1959, to 
make the September 24, 1959, mortgage payment of principal in the amount of 
$65,165 and interest of approximately $45,425. The company notwithstand- 
ing operating losses which have depleted its working capital can pay the in- 
terest but has inspfficient funds to make this principal payment and has appealed 
for assistance to prevent a default which would result in the assignment of the 
mortgage to the Maritime Administrator with the consequent payment by the 
Government to the Bowery Savings Bank of the amount of the outstanding 
mortgage of $3,634,035 plus accrued interest. 

Although the depressed condition of the tanker market still continues, the 
coming winter season with requirements for increased tanker capacity affords 
prospects of employment for the vessel. Actually, the company has reason- 
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able assurance of a 1-year charter from a major oil company at a rate which 
should be sufficient to meet its operating costs including interest. However, 
it appears the charter rate would be sufficient to meet only a portion of the 
principal payments on the mortgage. Also, our studies indicate that, due to 
block obsolescence of war-built tankers, the rate for tankers to be operated in the 
domestic trade should improve over the next few years. Accordingly, it appears 
reasonable to assume that if assistance can be given the company to meet its 
near term obligations, the project should be able to pay out over the remaining 
life of the mortgage. 

We therefore propose to advance an amount equal to the September 24 mort- 
gage principal payment of $65,165 to the mortgagor, Red Hills Corp., for pay- 
ment to the bank to prevent a default thus obviating the acceptance of an as- 
signment of the mortgage and the payment of $3,634,035, plus accrued interest, 
to the bank. In so doing we propose to obtain a note from the company in the 
amount of the advance, secured by a second mortgage on the vessel, such note 
to bear 6 percent interest and to mature no later than the maturity of the first 
mortgage. Provision will be made for mandatory prepayments on the note to 
the extent that funds are available from earnings of the company. As con- 
sideration for assisting the company in avoiding a default and the assignment 
and foreclosure of the mortgage, the Company will be required to pay an addi- 
tional 1 percent on the note, which is the equivalent of the 1 percent insurance 
premium presently being paid by the company. The advance will be made out 
of the Federal ship mortgage insurance fund (sec. 1109 of the act, 46 U.S.C. 
1272). 

This proposal will afford the company an opportunity to retain and operate 
the vessel with the hope that market conditions will improve to the extent that 
its indebtedness secured by the vessel will be liquidated. The proposal will not 
increase the Government's liability as the principal of the two mortgages will 
equal that of the present mortgage. Actually, the Government’s liability will 
be reduced to the extent of the interest on the amount of the advanced funds 
which otherwise would be an obligation to the bank in the event there were a 
default. This proposal, in effect, results in paying an installment of mortgage 
insurance rather than paying the full amount thereof at this time. 

It should be emphasized that the alternative to this proposal is acceptance of 
the assignment of the mortgage and payment in full of the amount of the title 
XI insurance, in which event it is extremely doubtful, in view of the depressed 
tanker market, that sale of the vessel through foreclosure proceedings would 
recover the Government’s interest in the vessel. 

It is our opinion that the foregoing circumstances justify the conclusion that 
the proposed disbursement is proper under section 207 in order to carry on ac- 
tivities authorized by the 1936 act, as amended, and to protect and preserve 
collateral and security held to secure indebtedness, and that the Federal ship 
mortgage insurance fund can properly be used for this purpose. Kindly advise 
if your office is required to object to this proposal. 

Since other vessel ewners who have mortgages insured under the title XI may 
later require similar assistance, the Maritime Administration will propose that 
this problem be submitted to Congress for appropriate legislation as soon as 
Congress convenes. 

Respectfully, 
CLARENCE G. Morse, 
Martime Administrator. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C. December 2, 1959. 
Hon. CLARENCE G. MORSE, 
Administrator, Maritime Administration, 


Dear Mr. Morse: Reference is made to your letter of October 26, 1959, rela- 
tive to the matter of advancing funds to a mortgagor for payment of a quarterly 
installment of principal on a ship mortgage insured by the Maritime Admini- 
stration under title XI of the 1936 act in order to prevent a default under the 
mortgage. 

Briefly stated, it appears that on December 3, 1957, you entered into a con- 
tract of insurance of mortgage with the Bowery Savings Bank under which a 
mortgage in the amount of $3,909,900, running for a period of 15 years, was 
insured as to principal and interest at the rate of 5 percent per annum on a 
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tanker for the Red Hills Corp. The mortgagor paid the quarterly installments 
on the mortgage as due in the aggregate amount of $275,865, plus interest, until 
March 24, 1959, at which time, due to losses experienced in the depressed tanker 
market, the Company was unable to meet its obligations. At that time your 
Administration and the Bowery Savings Bank agreed to defer the March and 
June 1959 installments aggregating $130,330 until December 2, 1972, the maturity 
date of the mortgage. However, interest due on the deferred payments was paid 
to the bank by the company. 

The vessel has been laid up, except for one voyage, since March 1959, and the 
company was ulable to meet the September 24, 1959, mortgage payment. The 
bank was unwilling to agree to a deferment of the September 24, 1959, mortgage 
installment unless the interest rate on the remainder of the notes secured by 
the mortgage was increased to 5% percent insured, or to 6 percent with the 
additional 1 percent uninsured and payable to the extent earned by the com- 
pany. Your Administration was opposed to such an arrangement since, in your 
opinion, it would increase the Government’s liability or would place an addi- 
tional burden on the company. On October 26, 1959, there was due the amount 
of $65,165 representing principal, and interest amounting to approximately 
$45,425. The company, notwithstanding Operating losses which had depleted 
its working capital, was able to pay the interest but had insufficient funds to 
making this principal payment and appealed to the Board for assistance to pre- 
vent a default which would result in the assignment of the mortgage to you 
with the consequent immediate payment by the Government to the Bowery 
Savings Bank of the amount of $3,634,035, under the outstanding mortgage, plus 
accrued interest. 

In view of the foregoing, you proposed to advance an amount equal to the 
mortgage principal payment of $65,165 to the mortgagor for payment to the 
bank to prevent a default, thus obviating the acceptance of an assignment of 
the mortgage and the payment of $3,634,035, plus acerued interest to the bank. 
In so doing, you proposed to obtain a note from the company in the amount of 
the advance, secured by a second mortgage on the vessel, such note to bear 
6 percent interest and to mature no later than the maturity of the first mortgage. 
It is our understanding that this has been done. In your opinion, this proposal 
affords the company an opportunity to retain and operate the vessel with the 
hope that market conditions will improve to the extent that its indebtedness 
secured by the vessel can be liquidated. The proposal will not increase the Govy- 
ernment’s liability as the principal of the two mortgages will equal that of the 
present mortgage. Furthermore, you state that the Government’s liability will 
be reduced to the extent of the interest on the amount of the advanced funds 
which otherwise would be an obligation to the bank in the event there were a 
default. This proposal, in effect, results in paying an installment of mortgage 
insurance rather than paying the full amount thereof at this time. You also state 
that the alternative to this proposal is acceptance of the assignment of the mort- 
gage and payment in full of the amount of the title XI insurance, in which event it 
is extremely doubtful, in view of the depressed tanker market, that sale of the 
vessel through foreclosure proceedings would recover the Government’s interest 
in the vessel. Therefore, it is your opinion that the foregoing circumstances 
justify the conclusion that the proposed disbursement is proper under section 
207 of the Merchant Marine Act, 1936, as amended, in order to carry on activities 
authorized by the 1936 act, and to protect and preserve collateral and security held 
to secure indebtedness, and that the Federal ship mortgage insurance fund can 
properly be used for this purpose. You conclude by advising that this problem 
will be submitted to the Congress for appropriate legislation as soon as the 
Congress convenes. 

Section 207 of the Merchant Marine Act, 1936, as amended, reads, in pertinent 
part, as follows: 

“The Commission may enter into such contracts, upon behalf of the United 
States, and may make such disbursements as may, in its discretion, be necessary 
to carry on the activities authorized by this Act, or to protect, preserve, or im- 
prove the collateral held by the Commission to secure indebtedness, in the same 
manner that a private corporation may contract within the scope of the author- 
ity conferred by its charter.” [Italic supplied.] 

The underscored section was added by amendment contained in Public Law 
705, 75th Congress, 3d session, approved June 23, 1938. In explaining the 
amendment, the House Committee on Merchant Marine and Fisheries, in its 
Report No. 2168, stated as follows: 
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“This amends section 207 of the Merchant Marine Act, 1986. Section 207 
of the act provides that ‘the Commission may enter into such contracts, upon 
behalf of the United States, as may, in its discretion, be necessary to carry 
on the activities authorized by this act, in the same manner that a private 
corporation may contract within the scope of the authority conferred by its 
charter. The amendment adds that it ‘may make such disbursements’ as may, 
in its discretion, be necessary ‘to protect, preserve, or improve the collateral 
held by the Commission to secure indebtedness,’ in the same manner as a 
private corporation. The amendment is designed to make clear a power 
which it is thought already exists in the Commission but about which some 
doubt has been expressed. Under the act, the Maritime Commission has all 
the general and implied powers of a business corporation. The specific ref- 
erence to the power of protecting and preserving the collateral mortgages, and 
so forth, held by the Commission is intended to make certain that the Com- 
mission possesses the power to advance or expend funds for the preservation 
of its collateral where found necessary or advisable. Such power has often 
been exercised by other Government lending agencies, such as the Reconstruc- 
tion Finance Corporation. Without such authority the Commission may find 
it impossible to protect its mortgage or other interest in vessels, the title to 
which is in a transitory state, or where vessels are operated by the companies 
which are financially embarrased when such vessels, because of accident or 
otherwise, need to be repaired or salvaged before further operation.” [Italic 
supplied. ] 

The section continues by stating: 

“* * * it shall be recognized that, because of the business activities author- 
ized by this Act, the accounting officers shall allow credit for all expenditures 
shown to be necessary because of the nature of such authorized activities, not- 
withstanding any existing statutory provision to the contrary. * * *” 

In our decision of March 27, 1941, A—51647, to the then Chairman of the 
U.S. Maritime Commission, we recognized that section 207 of the Merchant 
Marine Act, 1936, as amended, contemplates that the Commission shall be 
permitted a considerable amount of latitude in contractual matters and that 
if a departure from the usual Government rules applicable to such matters 
proves necessary because of the unusual or business nature of the Commis- 
sion’s activities, then the Commission in the exercise of the broad discretion 
vested in it by the above section may authorize such departure—provided. of 
course, that there is some reasonable basis for the departure and that the 
discretion is not exercised arbitrarily. It was further stated in that decision 
that— 

“If a contract is made by the Commission without adherence to the usual 
rules, and no showing of a reasonable justification for the failure to adhere to 
those rules is made, it is considered to be the duty of this office in the audit of 
the accounts of the disbursing officer involved to question the validity of such 
contract and the expenditures made thereunder. However, if the Commission in 
such a case asserts that the failure to comply with the usual statutory require- 
ments was considered necessary or expedient because of the business nature 
of the authorized activity involved—and a reaonable showing in support of the 
action is made—then it is considered that this office is justified in allowing 
credit for the expenditure involved. This is understood to be the meaning of 
the provision of section 207 that— 

“* * * it shall be recognized that. because of the business activities au- 
thorized by this Act, the accounting officers shall allow credit for all ex- 
penditures shown to be necessary because of the nature of such authorized 
activities, notwithstanding existing statutory provisions to the con- 
trary * * *” 

We agree that there is nothing contained in title XI of the act to specifically 
provide for situations such as the one described in your letter, and we also 
acknowledge that the above-referred-to provisions of section 207, as amended, 
may not be as clearly in point as desirable to cope with the situation. However, 
we believe that the statements contained in your letter are sufficient to constitute 
a reasonable showing that the expenditures of the character involved are rea- 
sonably necessary or expedient because of the business nature of the authorized 
activities involved. We also observe that you already have informed the legis- 
lative committees of both Houses of Congress of your intention to recommend 
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legislation which will provide explicit authority to take suitable action to pro- 
tect the Government’s interests by preventing defaults under insured mortgages. 
Accordingly, you are advised that we will not object to the action taken in the 
instant case. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


(Thereupon, the subcommittee proceeded to the consideration of 
other business. ) 


DEPARTMENT OF COMMERCE, 


Washington, D.C., March 23, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DeaR Mr. CHAIRMAN: This is in response to your letter of March 18, 1960, 
advising that the Merchant Marine and Fisheries Subcommittee will hold public 
hearings on March 24 and 25 on S. 25811, 8S. 3018, S. 3188, and 8. 3189, and re- 
questing that Mr. Bourbon of the subcommittee staff be advised if I desired to 
have testimony presented on behalf of the Department. 

I have requested Mr. John J. Allen, Jy., Under Secretary for Transportation, 
to present the views of the Department with respect to 8. 3018. It is my under- 
standing that Mr. Allen desires to testify on March 24, and that he will be 
accompanied by Adm. Walter C. Ford, Deputy Maritime Administrator. 

Mr. William A. Stigler, assistant to the Deputy Maritime Administrator, will 
present the views of the Department with respect to S. 3188 and §. 3189. 

As you requested, Mr. Bourbon of your staff has been advised concerning 
these appearances on behalf of the Department. 

Sincerely yours, 
FREDERICK H. MUELLER, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Wushington, Mareh 9, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 

Dear Mr. CHAIRMAN: Further reference is made to your letter of February 
15, 1960, acknowledged on February 16, requesting the comments of the General 
Accounting Office concerning S. SOLS, SGth Congress, 2d session, entitled “A 
bill to authorize the Maritime Administration to make advances on Government- 
insured ship mortgages.” 

On December 2, 1959, we rendered an opinion to the Administrator, Maritime 
Administration, relative to the matter of advancing funds to a mortgagor for 
payment of a quarterly installment of principal on a ship mortgage insured by 
the Maritime Administration under title XI of the 1936 act in order to prevent 
a default under the mortgage. A copy of that decision is enclosed. 

You will observe we concluded that there is no specific provision in title XI 
of the act for situations such as the one described in the Administrator’s letter 
of October 26, 1959, a copy of which also is enclosed; and we also pointed cut 
that, for reasons set forth therein, while section 207 contemplated that the 
Administration should be permitted a considerable amount of latitude in con- 
tractual matters, such section might not be as clearly in point as desirable to 
cope with the situation presented. However, we believed that the statements 
contained in the Administrator's letter were sufficient to constitute a reasonable 
showing that the expenditures of the character involved 
necessary or expedient because of the business nature of the 
ities involved. 

We were not unmindful of the fact, however, that pursuant to the provisions 
of section 1105(¢) (1) of the act, the Secretary of Commerce, in the event he 
determines that the interests of the United States do not require foreclosure of a 
mortgage, may make such agreement with the mortgagor as in his opinion will 
result in remedying the defaults. But we also were aware that this authority 
vests only after assignment of the mortgage to the Secretary and after payment 
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authorized activ- 
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of the mortgage by the Government to the morgagee; whereas, the proposal sub- 
mitted by the Administrator contemplated assistance to the borrower prior to 
such action—which is the type of relief proposed by the present bill. Therefore, 
since it was our view that the action proposed by the Administration would be in 
the best interest of the Government, we interposed no objection to the plan. At 
that time, we also observed that the Administrator already had informed the 
legislative committees of both Houses of Congress of his intention to recommend 
legislation which would provide explicit authority to take suitable action to pro- 
tect the interests of the United States by preventing so far as possible defaults 
under insured mortgeges. 

In view of the foregoing, and for reasons set forth more fully in our opinion 
of December 2, 1959, we recommend favorable consideration of the proposed 
legislation. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, D.C., March 23, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of this Department on S. 3018, “to authorize the Maritime Administration to 
make advances on Government insured ship mortgages.” 

The purpose of the proposed legislation is to permit the Secretary of Com- 
merce to make payments to the mortgagee on installments of principal and 
interest on ship mortgages insured under title XI of the Merchant Marine Act 
when there has been a default by the mortgagor in making such payments. 

It is our understanding that the Secretary of Commerce is submitting a substi- 
tute bill with the same objective to your committee. The Department recom- 
mends consideration of that bill in lieu of action on 8S. 3018. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Rogsins, 
Acting Secretary of the Treasury. 
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AMENDMENTS TO THE MERCHANT MARINE ACTS 


FRIDAY, MARCH 25, 1960 


US. SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 10:15 a.m., in room 5110, 
New Senate Office Building, Hon. E. L. Bartlett presiding. 

Senator Barrierr. The committee will be in order. 

The subcommittee has two bills before it today, both dealing with 
coastwise shipping. 

First, we will take up S. 3188, a proposal to make more uniform the 
laws governing the coast wise trade of the United States. 

Section 27 of the Merchant Marine Act of 1920 restricted transporta- 
tion and merchandise between points in the United States to vessels 
built in and documented under the laws of the United States and 
owned by persons who are citizens of this country. By proviso, how- 
ever, it exempted certain transportation between points in the conti- 
nental United States, excluding Alaska, over through routes recog- 
nized by the ICC, for which routes rate tariffs were filed, even though 
such routes were partly over Canadian transportation facilities. 

In 1958 Public Law 508, the Alaska Statehood Act, removed the ex- 
clusion of Alaska from this section 27 proviso, thus giving authority 
for participation of Canadian vessels in the domestic trade to and 
from Alaska. This bill would repeal the authority given in the 
Ps aska bill by deleting the proviso in its entirety. 

S. 3189, the second bill to be heard tod: ay, would amend the shipping 
laws to prohibit use of foreign-built mid-bodies or other vessel sec- 
tions in the rebuilding of vessels for the U.S. domestic trade by pro- 
viding that a rebuilt ‘vessel must have been completely rebuilt in the 
United States to qualify for participation in that trade. 

The first witness will be Admiral Ford, Deputy Administrator of 
the Federal Maritime Administration. 

(S. 3188 follows :) 


[S. 3188, 86th Cong., 2d sess.] 
A BILL To make more uniform the laws governing the coastwise trade of the United States 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Merchant Marine Act, 1920, is 
amended by striking out the third proviso in section 27 (46 U.S.C. 883). 
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STATEMENT OF WALTER C. FORD, DEPUTY MARITIME ADMIN. 
ISTRATOR, MARITIME ADMINISTRATION; ACCOMPANIED BY 
EUGENE F. ACKERSON, CHIEF, DIVISION OF LEGISLATION, 
MARITIME ADMINISTRATION; AND PAUL A. SULLIVAN, CHIEF, 
OFFICE OF SHIP OPERATIONS, MARITIME ADMINISTRATION 


Mr. Forp. Mr. Chairman, the bill S. 3188, would amend section 
97 of the Merchant Marine Act, 1920, as amended, by striking out the 
third proviso in section 27. Section 27 imposes, upon penalty of for- 
feiture, a general prohibition on the carrying of merchandise by water, 
or by land and water, directly or via a foreign port or for any part of 
the transportation, between points in the United States or its posses- 
sions, in other than vessels built in and documented under the laws of 
the United States and owned by persons who are citizens of the 
United States. The third proviso of section 27 creates an exemption 
from the general prohibition of the section with respect to transporta- 
tion between points within the continental United States, including 
Alaska, when such transportation is over through land-water routes 
with Canadian rail lines and their connecting water carriers, which 
through routes are on file and recognized by the Interstate Commerce 
Commission. 

The Commission does not officially recognize these through tariffs, 
and has stated that it will not administer or construe the provisions of 
the Merchant Marine Act, 1920 (Rail-Lake and Rail Rates between 
U.S. points via Canadian Lines, 96 ICC 633). Thus, the mere filing of 
the through tariff via a Canadian rail line with the Interstate Com- 
merce Commission permits Canadian or other foreign-flag connecting 
water carriers to participate in this land-water transportation of mer- 
chandise between U.S. points. The connecting foreign-flag water 
transportation could represent a relatively short-haul service, as might 
be the case as to through routes between points in the mainland United 
States, or could, as in the case of Alaska, represent a haul of anywhere 
from several hundred to 1,000 miles or more. The two areas which 
would be affected are the northwestern section of the United States, 
including Alaska, and the Eastern States through Great Lakes ports. 

While we do not have information indicating the extent to which 
foreign-flag water carriers have availed themselves of the exemption 
which S. 3188 would repeal, the Department of Commerce and the 
Maritime Administration believe that, if a temporary waiver of the 


coastwise laws is necessary in certain instances, it should be accom- | 


plished by means of special legislation for that purpose, in a manner 
similar to the Hyder, Alaska, legislation. This legislation (Public 
Law 86-126, 73 Stat. 272) has been renewed annually since 1949, and 
yrovides an exemption to allow transportation on Canadian vessels 
cnieen ports in southeastern Alaska, and between Hyder, Alaska, 
and other points in southeastern Alaska or the continental United 
States, unless the Secretary of Commerce determines that U.S. flag 
service is available to provide such transportation. 

For this reason, and because S. 3188 is inconsistent with the aims 
and purposes of the coastwise laws, we recommend favorable con- 
sideration of the bill. 
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Senator Barrirrr. Admiral, this is the statement that was pre- 
pared for delivery by Mr. Morse ‘ 

Mr. Forn. Yes, sir. 

Senator Barrierr. Are the views here expressed concurred in by 
the Secretary of Commerce / 

Mr. Forn. Yes, sir. 

Senator Barrierr. Are they concurred in by the Bureau of the 
Budget ? 

Mr. Foro. They have not been cleared by the Bureau of the Budget 
as yet. sir. 

Senator Barrierr. Isn‘t it usual in submitting a report to the Con- 
gress to indicate the opinion of the Bureau of the Budget‘ 

Mr. Forp. When we have clearance, we indicate in the statement 
that it has been cleared by the Bureau, yes, sir. 

Senator Barrierr. And on the reverse side, don’t you generally 
indicate that time hasn’t permitted an opportunity to obtain such 
clearance ¢ 

Mr. Forp. Yes, sir. 

Senator Barrierr. I call your attention, sir, to the fact Senator 
Magnuson, by request, introduced this bill on March 11, and your 
written report is dated March 25. Do you know of any previous 
circumstance in which the administration has reported so promptly 
on legislation ? 

Mr. Forp. We occasionally report very promptly, but I must admit 
that this is unusual. 

Senator Barrierr. 1 want you to submit to the committee the 
instances where you have made such a prompt report with respect 
to legislation introduced. Will you please do that ? 

Mr. Forp. This, 1 might add, Mr. Chairman, is submitted because 
of this hearing. We knew the hearing was imminent, and we always 
have a statement for the hearing, if possible. 

Senator Barrierr. Surely. 

My request still holds. 

Mr. Forp. Yes, sir. 

Mr. Ackerson. Does that relate to formal reports or testimony ? 

Senator Barrierr. Similar to the one we are considering now. 

Mr. Forp. I am not quite sure, Mr. Chairman. Are you referring 
tothe statement I just made or are you referring to a formal report / 

Senator Barrierr. I am referring to the statement you just made. 
Now, the bill has been introduced on March 11, and on March 25, the 
views of the Maritime Administration and the Department of Com- 
merce are recorded in this report to the chairman of the committee. 
And my whole query goes to this point. Do you usually report so 
promptly upon a piece of introduced legislation ? 

Counsel advises me that I may be in grievous and serious error here; 
that the Department of Commerce report has not been submitted, 
and this is merely a statement. 

Mr. Forp. Yes, sir; I was slightly confused. J thought possibly 
you did have a statement or a formal report that I didn’t know about, 
and since it hasn’t been cleared, this would be unusual for you to have 
one so promptly. 

Senator Barrterr. I am slightly confused, too. But the formal re- 
port we may anticipate will be in line with this statement which you 
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have made because you say it ine orporates the views of the Adminis- 
tration and of the Department of Commerce ? 

Mr. Foro. The formal report will be cleared with the Bureau of the 
Budget before it is submitted to the committee. 

Senator Barrierr. Do you have any opinion, based upon personal 
knowledge, of how Budget views this proposed legislation 

Mr. Forp. Mr. Ackerson, our legislative counsel, has some informa- 
tion in this regard. 

Senator Barrierr. I would like to hear it. 

Mr. Ackerson. The only information I have is that the Budget 
Bureau said that it was not in a position to clear this report one way or 
the other at the present time because the State Department had some 
questions arising out of the international charac ter of the r: ail transpor- 
tation involved in this legislation; to wit, the Canadian rail operation, 

Senator Barrrerr. Thank you, sir. 

Admiral Ford, section 27 has been part of the law of the United 
States since 1920; is that correct ? 

Mr. Forp. I believe so. 

Senator Bartrierr. Admiral, Iam going to read to you, if I may, the 
language in the law which I believe w vould be removed if the bill under 
consideration were to be enacted. I will ask you if my understanding 
is correct. Now I quote: 

This section shall not apply to merchandise transported between points within 
the continental United States, including Alaska, over through routes heretofore or 
hereafter recognized by the Interstate Commerce Commission, for which routes 
tariffs have been or shall hereafter be filed with said Commission when such 
routes are in part over Canadian rail lines and their own or other connecting 
water facilities. 

Would that language be removed from the law if S. 3188 were to be 
enacted / 

Mr. Forp. Yes, sir. 

Senator Barrierr. Your statement says, as I recall it, that this 
would apply not only to Alaska, but likewise to the Great Lakes; is 
that right ? 

Mr. Forp. Yes, sir. 

Senator Barrierr. Do you have any knowledge as to whether there 
is application for any other geographic areas ? 

Mr. Forp. No, sir. 

Senator Barrierr. You have no knowledge, or there is no applica- 
tion ? 

Mr. Forp. We have no knowledge. 

Senator Barrierr. Admiral, counsel calls to my attention the facet 
that this affects also the Eastern States through the Great Lakes ports. 

Mr. Forp. Yes, sir. 

Senator Barrierr. Do you have any information at all as to what 
use has been made of the law in this situation you have described by 
you in the words “Eastern States through the Great Lakes ports”? 

Mr. Forp. We have no knowledge as to the extent of the traffic. 

Senator Barrierr. You don’t know useful it may have been to the 
economy of Canada, and, more particularly to the economy of the 
United States: is that right ? 

Mr. Forp. That is right, sir. 

Senator Barrierr. Don’t you think, Admiral, the Maritime Ad- 
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ministration might well have made inquiry upon the utility of the 
law before it recommended it be repealed ¢ 

Mr. Forp. I would like Mr. Sullivan, our operations officer, to answer 
that question. 

Mr. Sutiivan. We have not heard of any so-called complaints or 
reasons to look into that. Being domestic commerce, we would more 
or less expect the ICC to be the agency that would be concerned 
with the domestic— 

Senator Barrierr. Don’t you think you should be concerned to a 
certain extent because you are here urging the repeal of the law 
without having, as you all relate to the committee, made inquiry into 
the use to which it is being put ? 

Mr. Sutuivan. Well, Mr. Chairman, our only answer is, on the 
general principles of the coastwise routes, we favor the bill. 

Senator Barrierr. Let me ask you this, then : 

There were two words in the law before the advent of Alaska state- 
hood, namely, “excluding Alaska.” When statehood arrived the 
word “excluding” was altered to “including.” Do you know if any 
proposal was made to strike the third proviso from the law before 
that one change in one word? Did you ever come before the Con- 
gress before or recommend anywhere that this third proviso be stricken 
before Alaska statehood became a fact / 

Mr. Forp. No, sir. 

Senator Barriterr. Why do you think it should be done now ? 

Mr. Suniivan. Again, Mr. Chairman, only on the general principle 
of protecting the U.S.-flag shipping in the coastwise trade of the 
United States. We have U.S.-flag ocean transportation between the 
United States and Alaska, and we believe that transportation should 
be protected to the extent—— 

Senator Barrrerr. Why didn’t you seek, may I ask, to protect 
U.S.-flag shipping in the Eastern States through the Great Lakes 
ports for 28 years prior to 1958 ? 

Mr. Suuitvan. There, to my knowledge, was no serious situation 
that called for action by the Maritime Administration. 

Senator Barrierr. Are there any serious threats to the Alaskan 
trade now that call for legislative action ? 

Mr. Sutiivan. Not to any extent that has been presented to us as 
areal problem, but I take it that there is a probability that it would 
develop. 

Senator Barrierr. IT hope you wouldn’t want to come here and 
testify that, on account of a remote possibility that freight might. be 
transported to Alaska much cheaper than it now is, that you are going 
to promptly move in, or seek to assist in the mov ement to move in, 
and deny the consumers of Alaska lower freight rates by altering 
a law that has been in existence for 30 years. Is that the position 
you want to have the committee understand ? 

Mr. Forp. I would like to answer that, Mr. Chairman. 

We recognize in Maritime that Alaska is a special problem with 
regard to their transportation, and there are many areas in which 
this h: as been indicated, and it has been accentuated in this Congress. 
We believe that something has to be done about this situation, but 
we think that it should be done, possibly, by a special study in this 
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regard, rather than piecemeal legislation, that there should be some 
active steps taken to solve the Alaskan transportation problem. 

Senator Barrierr. I couldn’t be in more thorough agreement with 
you. What if I were to say, though, that one way we could avoid 
piecemeal efforts to arrive at a solution would be to table this bill? 
I take it from what you said you would be in thorough agreement 
with it ? 

Mr. Forp. I didn’t think I said that. 

Senator Barrierr. No, but [ am just trying to follow logically 
the purport of your remarks. If we are going to table this on an 
overall basis, instead of a piecemeal basis which you just deplored, why 
take up the time of Congress in considering legislation such as this? 

Mr. Forp. There hasn't been a special study at this point. I think 
all of these bills are just sticking your finger in the dike until such 
time as overall remedies can be effected. 

Senator Barruerr. | am more confused. I thought you just said 
we shouldn't tackle this piecemeal; yet, S. 3188 is an effort to arrive 
at a piecemeal solution, is it not 

Mr. Forp. Yes, sir. But there has been no overall study; there are 
no overall recommendations. I say that this is what should even- 
tually be done. There have been a number of bills up here this year 
in which there have been recommendations by the representatives of 
the State of Alaska to have the laws changed, and we have been in 
some disagreement on some of the actions to be taken, but I am only 
saying that there should be some overall action in oe we could 
agree to solve this problem. It is a problem, and it is coming up in 
bits and pieces, rather than in overall legislation. 

Senator Barrierr. 1 agree. It seems to me that you put your 
finer right on it, that instead of denving the consumer of Alaska the 
possibility of lower freight rates through existence of present law 
in section 27, we had better shelve this sort of thing and engage in 
the overall study, which you recommend—it seems to me to have 
much merit—and tackle this whole proposition head on. Do you 
agree with me? 

Mr. Foro. If this is an actual fact and this study is going to be 
made, if there are going to be specific rec ommendations, I would agree. 
But until such time I presume we are going to have to nitpick the cur- 
rent. laws. 

Senator Barrierr. Is the Maritime Administration or the Maritime 
Board, to your knowledge, engaged in any such study ¢ 

Mr. Forp. No, sir. 

Senator Bartierr. Do you think it ought to be? 

Mr. Foro. I don’t think we could make the study, Mr. Chairman. 
[ certainly think we would participate, and should participate in any 
such study. 

Senator Barrierr. The Maritime Administration doesn’t make in- 
dependent studies aimed to bettering the American merchant marine? 

Mr. Forp. We do, and we have made studies with regard to our 
oversea shipping problems, our domestic problems, but these are only 
with regard to ocean shipping. It seems to me that with regard to 
Alaska, here we are talking about rail shipments, that it would have 
to be a general study in which other agencies would participate, 
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Senator Barrierr. What do you hear as to the imminent possibility 
of section 27 being employed if the law is not changed¢ Have you 
had rumors and reports of such? 

Mr. Forp. Nothing specific, sir. 

Senator Barrirrr. Just a threat? Is that it? 

Mr. Forp. Not even a threat: a possibility. 

Senator Barrierr. And vou think it would not be well if the law 
were to remain as It now is, so that freight to Ketchikan, Alaska, for 
example, might arrive at Prince Rupert at the same cost to the shipper 
as it would arrive at Seattle, but come from Prince Rupert to Ketchi- 
kan, for example, only an 80-miles ocean haul, as compared with about 
700 miles from Seattle, with the possibility for much lower transpor- 
tation costs to the Ketchikan consumer ? 

Mr. Forp. We recommend that, if it is to be done, it be looked at 
and given an exemption. but at least that you have an opportunity 
to review the situation first. 

Senator Barrierr. I can’t understand why you refuse so positively 
upon this point right now. There was no agitation for 30 years down- 
town about this until that one word was changed, “excluding” was 
altered to “ineluding.” Can you explain this? It baffles me. 

Mr. Forp. You didn’t pass the statehood bill until a year ago, and 
this changed a lot of things in Alaska besides that one word. 

Senator Barrierr. Thank you, Admiral. 

Mr. Sullivan. 


STATEMENT OF J. MONROE SULLIVAN, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP CO., WASHINGTON, D.C. 


Mr. Sutnivan. My name is.J. Monroe Sullivan, and | am vice presi- 
dent of the Pacific American Steamship Association, which is a trade 
organization which has within its membership a number of substantial 
American-flag carriers serving the coastwise and intereoastal com- 
merce of the United States. Our association takes this opportunity 
to express its support for S. 3188, a bill to make more uniform the 
laws governing the coastwise trade of the United States. For nearly 
40 years our organization has fought for and advocated preservation 
of the coasting trade to U.S. vessels. We support 5. 3188 as a neces- 
sary step to ¢ lose a loophole currently existing in our coastwise laws. 

The primary act in this regard is the Mere hant Marine Act of 19: 20, 
commonly referred to as Jones Act, which in section 27 thereof m: akes 
provision that no merchandise shall be transported by water or by 
land and water between points in the United States, either directly 
or via foreign port, in any vessel other than one built in and docu- 
mented under the laws of the United States and owned by U.S. citizens. 

The third proviso clause of section 27 which would be repealed by 
this bill provides an exception for merchandise transported by water— 
over through routes * * * recognized by the Interstate Commerce Commission 


for which routes rate tariffs have been or shall hereafter be filed with said 
Commission when such routes are in part over Canadian rail lines and their own 


or other connecting water facilities. 

Briefly stated, the issue involved in S. 3188 is whether or not 
foreign vessels shall be permitted to carry merchandise between two 
points in the United States. At present the only place in law where 
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blanket approval is granted by Congress for foreign ships to so en- 
gage is in the third proviso ¢ ‘lause of section 27 under the Merchant 
Marine Act of 1920, which S. 3188 would repeal. 

This blanket waiver for all intents and purposes s applies principally 
to merchandise originating in the United States, thence moving via 
Canadian rail lines to Prince Rupert or Vancouver, thence trans- 
shipped via foreign carriers, or their associates, for discharge in 
Als aska. 

This exception in law has only been available on a blanket basis 
since 1958, when the Alaskan Statehood Act amended section 27 of 
the 1920 Merchant Marine Act, to include such foreign carriers as 
participants in trade between the United States and Alaska where 
theretofore they had been excluded. 

Our association objected strenuously to this amendment when it was 
offered on grounds that it was a violation of longstanding congres- 
sional policy. In communications to the Senate Interior Committee, 
we pointed out the pitfalls of permitting this amendment to go 
through and cited the bad precedent it would set for future similar 
blanket waivers in trades between the United States and Hawaii, 
Puerto Rico, Guam, et cetera. We questioned then, as we do now, 
whether Congress could deny other noncontiguous States and terri- 
tories the same blanket exceptions to the coastwise laws tf they so 
requested. 

It is significant that the Senate committee did indeed reject this 
amendment—which had appeared in the House version of the state- 
hood bill—and in doing so relied heavily upon statements furnished by 
the Maritime Administration as to the impact of such a waiver upon 
American carriers serving Alaska. Significant portions of the Mari- 
time Administration comments in Senate Report 1163, 85th Congress, 
are as follows: 

It seems quite obvious that Alaska must depend primarily on U.S. services 
for the future as well as the past. 

U.S8.-flag lines in the Alaska trade have been aggressive in developing new and 
improved methods of water transportation and bave been alert in new concepts 
in the transportation field. The use of containers (including refrigerated con- 
tainers), fishy-back carrying of trailer trucks, coordination of rail, truck, and 
water transportation and plans for container ships, all demonstrate an active 
and long-range interest in the trade of Alaska. 

However, if some of their best paying traffic is to be siphoned off through the 
development of routes via Canada—routes which are merely incidental to 
Canadian rail operations—then it may well become impossible for the U.S.-flag 
Alaskan carriers to go ahead with their plans to further develop and expand 
their services to meet the needs of Alaskan commerce. 

It should be recognized that if the Alaskan trade is to be opened thus to 
foreign-flag ship services, it will be an invitation to further extend ship operating 
subsidies to this trade. * * * In this connection an extension of subsidy to this 
trade might also lead to similar action with respect to Hawaii and Puerto 
Rico. 

As we all know, this and other Senate amendments were not even 
brought to a vote on the Senate floor. Parliamentary expediency 
dictated that the House version should be adopted, leaving for some 
later time such amendments as the Senate had recommended in its 
report—Senate Report 1163, 85th Congress. 
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S. 3188 is one of such items, and its passage is necessary to remove 
a dagger at the heart of U.S. carriers to Alaska and to remove a 
di angerous prec ‘edent that could affect a host of other U.S.-flag carriers 
serving Hawai, Puerto Rico, Guam, et cetera. 

It seems clear on the face of it that having granted the privilege in 
the Alaskan trade for the use of foreign-flag vessels 
has set up a discrimination against other 
and territories. 

It is important to note that the passage of S. 3188 would not cate- 
gorically prohibit the use of Canadian-flag vessels in the ocean leg 
of trade between the continental United States and Alaska. All it 
would do is restore to congressional responsibility and supervision the 
matter of whether or not Canadian vessels could so engage in such 
trade. 

Congress already has exercised its waiver authority in granting 
certain Canadian-flag vessels the privilege of serving the U.S. mer- 
chandise trade between Seattle and the small ports of southeast 
Alaska, including interport traffic in southeast Alaska. The same 
authority could be exercised in the foreign carriage of U.S. origin 
merchandise of the water portion from Canadian ports to Alaskan 
ports if S. 3185 were passed. 

Let’s project this problem a few years hence. A Canadian-flag 
service, perhaps even one subsidized by its Government, has been in- 
augurated from western Canada rail ports to Alaska. "Merchandise 
from all over the interior of the United States is now mov ing away 
from U.S. ports of exit and through Canadian ports via connecting 
Canadian rail lines. Long- established U.S.-flag service from the 
Northwest—served, incidentally, by substantial American rail lines— 
are suffering a substanial cargo loss which forces a rate increase, per- 
haps even the threat of extinction of the American carriers. At that 
time, it occurs to us that Congress would want to have the authority 
to correct. the situation. But under present law Congress would be 
powerless. 

Granted, the third proviso of section 27 does give ICC a role to play, 
but it is only ministerial. All the Canadian ocean carrier need do is 
file with ICC such joint rates which he might have in conjunction 
with connecting rail carriers and if ICC recognizes such “joint rates,’ 
he is in business. A competing U.S. carrier might not even know of 
the filing of such rates until he woke up one day to see the new com- 
petition just across the border. ‘The American carrier would have had 
no opportunity nor any basis for protesting to ICC or to Congress. 

It is important to note that passengers moving between ¢ ‘anada 
and Alaska, as contrast = with merchandise, are absolutely prohibited 
from being carried on Canadian vessels by the act of June 19, 1886. 
Congress has waived thie prohibition on one occasion, in 1936— 
Canadian ferry between the port of Rochester, N.Y., and Alexandria 
Bay, N.Y. 

The passage of S. 3188 would make uniform the laws governing 
coastwise trade in merchandise and passengers alike. We strongly 
urge the passage of S. 3188 and ask this be made a part of the record 
in the hearings on that bill. 

Senator Bartierr. Senator Butler, do you have any questions ? 

Senator Burter. No, Mr. Chairman. 


, the Congress 
noncontiguous U.S. States 
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Senator Barriterr. Mr. Sullivan, it is stated on the first page of 
this statement at the bottom : 

Our association objected strenuously to this amendment when it was 
offered * * *. 

Have you ever objected to the other language in this third proviso, 
because we must recognize the fact that S. 3158 has a lot of coverage 
in the Alaska situation ? 

Mr. Scuuivan. What we are referring to there is, we objected to 
changing the word from “including” to “excluding.” I do not. be- 
lieve we have commented on the third proviso before. 

Senator Barrierr. Do you know if the law, as it has existed since 
1920, has brought about any use of Canadian shipping in the Great 
Lakes and the Eastern States ? 

Mr. Suuiivan. I mention the one instance that we do know about 
here from inquiries that we made that are not completed. It is my 
understanding that very little use has been made of this proviso. 

Senator Barrierr. But some? 

Mr. Sutiivan. What ? 

Senator Barrierr. But some use? 

Mr. Sctutvan. I would assume this case that we mention comes 
under this. 

Senator Barrierr. I do not expect you to be able to qualify as a 
medical witness, so I w in not put this to you in the form of a question. 

But I am wondering, in connection with the concluding paragraph 
on page 2 of your statement, where it 1s stated that 


passage of this bill is necessary to remove a dagger in the heart of U.S. carriers. 


Would blood issue ¢ 

Mr. Sutrivan. Carrying out that theme, I think it would. 

Senator Barrierr. Do you know, Mr. Sullivan, if this is more than 
a possibility that the ¢ ‘anadian rail and steamship service to Alaska 
will, in part, intervene ¢ 

Mr. Suutuivan. It is rumored that the Canadian rail carriers have 
made discreet inquiries at the Department of the Interior and the 
Interstate Commerce Comnussion as to how to implement their sery- 
ices, taking advantage of the third proviso. I have no actual 
knowledge. 

Senator Barrierr. Have you talked this situation over with anyone 
at the Maritime Administration ¢ 

Mr. Sutxivan. I have not. 

Senator Barrierr. Or ICC ¢ 

Mr. Suuiivan. No. 

Senator Barrierr. Were you concerned at all about section 27, 
with special reference to the third proviso, before Alaskan statehood 
arrived ¢ 

Mr. Suutiivan. To the best of my knowledge, we haven’t been con- 
cerned about the third proviso until we heard of these rumors. 

Senator Bartietrr. Do you believe if the word “excluding” had 
been left in the law and that if this had been brought to court that 
discrimination against Alaska would have been held constitutional! 

Mr. Sutuivan. I am hardly qualified to answer that. I suspect it 
might have been found constitutional, but I don’t know. 

Senator Barrierr. Thank you, Mr. Sullivan. 
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There is offered for the record a letter from Henry W. Clark, 
vice president, in Washington, D.C., of the Alaska Steamship Co., 
supporting S. 35188. 

Are there any further proponents of the bill that desire to be heard ? 

(No response. ) 

(The letter follows:) 

ALASKA STEAMSHIP Co., 


Washington, D.C., March 24, 1960. 
Re S. 3188. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, New Senate 
Office Building, Washington, D.C. 

DEAR SENATOR MaGnuson: I had hoped to appear personally before your 
committee but urgent business out of the city regrettably prevents me from 
doing so. 

Alaska Steamship Co. desires to record its support of pending bill, S. 3188, 
which would amend section 27 of the Merchant Marine Act of 1920. 

This bill would put the cargo-arrying aspects of our Ccoastwise laws in 
harmony with the passenger-carrying provisions. 

The bill would put the authority for granting exemptions to our coastwise 
laws back where it belongs—in the hands of the Congress. At present the 
exemption may be obtained by the mere filing of a tariff at ICC which probably 
does not have regulatory jurisdiction over most of the route. This agency 
has said: 

“The duty of administering the Merchant Marine Act, 1920, does not rest 
upon us, and it is not within our province to construe its provisions” (Rail-Lake 
and Rail Rates between U.S. points and Canadian Lines (96 1.C.C. 683 (1925))). 

We are not saying that certain situations may warrant exemptions but do 
feel that when such exemptions are given that American steamship lines should 
be able to present their positions before allowing foreign-flag vessels to operate 
to our detriment and possible demise. 

We respectfully request that this letter be made part of the official record 
in this hearing. 

Very truly vours, 
Henry W. Crark, Vice President. 

Senator Barrierr. We will now call upon Senator Gruening. 

You do appear in opposition to the bill 4 


STATEMENT OF HON. ERNEST GRUENING, A U.S. SENATOR FROM 
THE STATE OF ALASKA 


Senator GruENING. Yes, sir. 

Mr. Chairman, I want to thank you for giving me this opportunity 
toappear before this committee for the purpose of discussing the bill, 
S. 8188, described as a bill “to make more uniform the laws govern- 
ing the coast wise trade of the United States.” 

The title is a misnomer. 

The objectives of the bill are, instead, to create inequality among 
the States by giving preference to one area of the Nation over that 
accorded to other areas and to give an advantage to one port in the 
country which the other ports do not have. 

This is precisely the situation our Founding Fathers sought to 
prevent by specific prohibition against such preference clauses in the 
Constitution. I shall allude to this point at greater length later on 
inmy remarks. 

Asa preface to my remarks, I feel it necessary to restate the purpose 
of the bill, which is not too obvious from its simple and innocuous 
language. But if enacted, this legislation would repeal a provision 
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of the Shipping Act of 1920 exempting certain shipments from the 
requirement of the act that all shipping in domestic commerce must 
move in U.S. vessels. The exception applies “to merchandise trans. 
ported between points within the continental United States, including 
Alaska, over through routes heretofore or hereafter recognized by the 
Interstate Commerce Commission for which routes rate tariffs have 
been or shall hereafter be filed with said Commission when such 
routes are in part over Canadian rail lines and their own or other 
connecting water facilities.” 

This then, is the literal purpose of the bill. 

This does ont answer the questions that occur to me as to the real 
reason for its introduction. 

What forces, what persons, what interests, what Government agen- 
cies, what other interests can possibly require the removal of this 
exception of our restrictive cabotage laws? 

In the absence of any obvious answers to these questions, I have 
sought some information about the operation of this exception since 
it was enacted in 1920. I have made inquiries at the Federal Mari- 
time and at the Interstate Commerce Commission as to the extent to 
which advantage has been taken of the third proviso of section 27 of 
the Shipping Act of 1920. I did this in an effort to find out who is 
now benefited by this legislation, and, thus, determine who might be 
injured by its repeal. 

I have been unable to obtain information concerning this from the 
ICC. I have, this morning, received from the Maritime Administra- 
tion a statement that no data on this are available at that agency. 

In my opinion, this very lack of information as to the effectiveness 
of the proviso and its significance to the domestic shipping industry 
indicates that no action should be taken by this subcommittee on this 
proposal pending a thorough study of the matter. 

Whatever the reasons for the introduction of this bill, and whatever 
its effects otherwise may be, I must point out that, in any case, it 
represents a threat tothe State of Alaska. 

The facts of the high cost of water transportation to Alaska have 
been recited over and over. Time and time again recognition has 
been given to the imprisonment of Alaska resources and the delay in 
the State’s development resulting from unduly high water freight 
rates. Suffice it to say that Alaska suffers, as does no other part of the 
United States, from exorbitant transportation costs, which become 
steadily more and more exorbitant. 

Throughout its history, as a Territory, and now as a State, Alaska 
has ws aged an endless battle against high freight rates, rates brought 
about by a combination of selfish predatory forces which have steadily 
crushed all competition and created a virtual monopoly to the detri- 
ment of all Alaskans. I want to make clear that this bill was intro- 
duced “by request” and that the distinguished chairman of this com- 
mittee has merely followed a routine procedure i in so introducing it. 
I think it appropriate to add at this point that. few Members of the 
Senate have done more to help Alaska, to develop its economy and its 
self-government, and that his role in the improvement. of all forms 
of transportation to Alaska has been uniquely conspicuous and out- 
standing. It is to him principally that we owe the Alaska highway. 
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It was he as a Representative from Seattle 22 years ago who sponsored 
the legislation to investigate its desirability and br ought the Alaska 
Highw ay into being over the shortsighted opposition of our militar y 
and the lack of enthusiasm of our C anadian friends. 

It is he who has brought the present International Rail and High- 
way Commission into existence. No one is more aware than he of the 
seriousness of Alaska’s transportation plight whether by maritime, 
highway, or air routes. I take pleasure i in making this point crystal 
clear because I know that he is in nowise responsible for this proposed 
legislation and for the purposes behind it. 

T recognize the bill, S. 3188, as yet one more threat to the full devel- 
opment o of the State of Alaska, as I see it as an instrument for a further 
increase in water freight rates. | 

To demonstrate the nature of the threat to Alaska which this bill 
is, it is necessary to recount some pertinent legislative history. 

It has been traditional that the coastwise trade of the United States 
has been reserved for domestic shipping. This had been the case when, 
in 1898, Congress enacted legislation making it explicit. So far as 
Alaska was concerned, the cabotage laws had been applied uniformly 
to the territory as well as to the rest of the United States. 

The history of discriminatory treatment of Alaska under the mari- 
time laws had its origin in 1917 when Congress began consideration 
of legislation to relax coastwise shipping restrictions. At that time 
the American lines serving Alaska, together with the absentee Alaska 
fisheries interests, made strong representations to Congress that 
Alaska be excepted from legislation which would liberalize the laws 
for other parts of the United States. 

In 1920, with the passage of the Jones Act, the Merchant Marine 
Act of 1920, the domestic shipping interests had their way, and the 
third proviso of section 27, which authorized limited relaxation of the 
sabotage laws, was carefully worded to exclude Alaska from the ex- 
ceptions made available to other parts of the country. 

The import of this action was quickly recognized in Alaska. It was 
now established that Alaska could not obtain any benefit from the 
lower costs of Canadian shipping which were authorized for use by 
shippers to and from other parts of the United States. The effect of 
the exception of Alaska from the benefits of the third proviso was to 
limit all shipping to and from Alaska to U.S. vessels, 

The discriminatory nature of this legislation was immediately pro- 
tested by the fifth territorial legislature, which met in March 1921. 


It was deemed by the legislature a violation of the commerce clause 
of the Constitution which: provides that— 


no preference shall be given by any regulation of commerce or revenue to the 
ports of one State over those of another. 

The territorial attorney general was instructed to oppose the law, 
and, after dismissal of the suit of the State by the U.S. district court, 
it was appealed to the Supreme Court. 

I feel it pertinent to go back to the language in the hearing before 
the Supreme Court some 40 years ago to m: ake crystal clear how sin- 


ister and cynical is this attempt by the particular shipping interests 
that are sponsoring this effort. 
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The case, it will be recalled, came before the U.S. Supreme Court to 
contest the inclusion of the two words “excluding Alaska” in article 27 
of the Merchant Marine Act of 1920. This act had been sponsored 
by the then senior Senator from Washington, the tate Senator Wesley 
Jones, and it was obviously designed to serve certain of his constitu- 
ents in the shipping business. 

Since this was an act of Congress, it devolved, according to estab- 
lished procedure, upon the Department of Justice to defend the legis- 
lation in any court action, and since that court action was br ought. by 
the people of Alaska, they found themselves in the distressing position 
of being opposed by the Government of the United St: ites, which 
obvi ously was also their Government. 

The case for the legislation which so crudely discriminated against 
Alaska was, thus, according to custom, presented by the Solicitor Gen- 
eral of the United States, James M. Beck. He had been a distinguished 
Philadelphia lawyer. The high points in his concluding argument 
to the Supreme Court are contained in the following sentences: 

It is an economic and political question * * * the immunity from discrimina- 
tion is a reserved right on the part of the constituent States * * * The clear dis- 
tinction of governmental power between States and territories must be constantly 
borne in mind. As to the State, there was only a limited delegation of power, 
subject to many reservations and qualifications. As to the territory, there was 
a plenary power to deal with it as the property of the United States to the 
extent even of disposing of it at the pleasure of the Federal Government. 

And Solicitor General Beck concluded : 

If the Fathers had anticipated the control of the United States over the far- 
distant Philippine Islands, would they, whose concern was the reserved rights 
of the States, have considered for a moment, a project that any special privilege 
which the interests of the United States might require for the ports of entry 
of the several States should by compulsion be extended to the ports of entry of 
the colonial dependencies, living in a different civilization and having economic 
interests which might be wrecked by the application of the rule of equality? 

And the Supreme Court so found, Mr. Justice McReynolds render- 
ing the opinion for the Court, saying in effect that while this action 
would be unconstitutional if Alaska were a State, he could find nothing 
in the Constitution that prevented the Congress from imposing such 
discrimination upon a Territory. 

Now, note the significance of Solicitor General James M. Beck’s 
concluding sentence, expressing a view which the Supreme Court of 
that day upheld. Alaska was a colonial dependency and consequently 
any interest in the United States which wanted to assert itself was 
thereby deemed to supersede the interests of the people of Alaska, 
those second-class citizens, those inhabitants of a colonial dependency, 
those then and there stigmatized as colonial dependents. 

Mr. Chairman and members of the committee, this legislation is 
designed to thrust Alaska back into the status of a colonial dependency. 

The Territory has continued to fight this discrimination which has 
existed since 1920 until a few years ago, wholly without success. But 
at last, with the passage of the Statehood Act in 195 8, there appeared 
a chance to obtain the same benefits from liberalization of domestic 
shipping laws that had, in 1920, been made available to the States. 

Section 27(a) of the Statehood Act at last accomplished the sub- 
stitution of the word “including” for “excluding” appearing in the 
section of the Jones Act which it is now proposed to repeal. 


= 


rm 


ts 
4 
ry 
of 


T- 
on 
ng 


ch 


of 
tly 
yas 
ka, 


cy, 


18 
Cy. 
has 
But 
red 
stic 


the 


AMENDMENTS TO THE MERCHANT MARINE ACTS 157 


At last, Alaska had, if not an opportunity, at least a prospect of 
reaping the benefits which would come to the State through the reduc- 
tion of shipping costs by the use of Canadian carriers. And, now, 
slightly over a year later, the opportunity—still only a prospect— 
won after long years of struggle, would be denied Alaska after all, 
if this legislation, S. 3188, were to be en: icted, 

There has not been time, so far, for Alaska to obtain the full advan- 
tages it may hope for by ‘the eventual application to our commerce 
of “the third proviso of section 27 of the Jones Act. 

I trust this committee will recognize fully the threat to Alaska 
S. 3188 poses. This legislation must not be enacted. 

In closing, I wish to point out that the enactment of this bill would 
result in unfair discrimination against areas of the United States 
other than Alaska. The great shipping centers of the Middle West, 
such as Chicago and Minneapolis, would immediately lose such advan- 
tages as shippers from those centers of industry now have in the 
exception to domestic shipping laws which enable shipment via Cana- 
dian railroads and Canadian vessels to points other than Alaskan 

orts. 

Goods which can now be shipped across the continent by either 
American or Canadian carriers and carried across the ocean by either 
United States or Canadian vessels would be limited to shipment via 
American carriers exclusively. 

The resultant restriction on interstate commerce for a large part 
of the United States is evident. 

As far as 1 am aware, there are no good reasons whatever for this 
legislation. I have recited the reasons against its enactment. 
your careful consideration of them, and that no action be 
this bill. 

Iam unalterably opposed to this legislation. 

In shall fight against its enactment with all the means at my dis- 
posal, both before the committees of the Congress and on the floor 
of the Senate, and, if necessary, in the courts, though I am confident 
it need never reach that point. 

In conclusion, Mr. Chairman, may I state that this is a highly dan- 
gerous legislative proposal. It seeks to use the cabotage laws to set 
one State against another State, one region of our Nation against 
another. 

The cabotage laws are intended to protect the merchant shipping 
of the United States. Its misuse to attempt to gain economic advan- 
tage for one State or section of the country can only lead to the even- 
tual repeal of the cabotage laws. 

The Federal Government is a government of equals, not unequals. 
Each sovereign State must—if the Union is to survive—be treated as 
are all the other States. 

S. 3188 contains a proposal which I consider unconstitutional and 
should not be enacted. 

Senator Bartierr. Senator Gruening, you are against the bill ? 

Senator Grurntne. I think that is a conclusion that might reason- 
ably be reached. 

Senator Barrierr. Senator Butler, do you have any questions? 
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Senator Burrer. I don’t know that T got the point exactly. Will 
you give me a specific case of the discrimination you speak of if this bill 
is enacted ? 

Senator GRUENING. I can give you a case, or cases, of discrimination 
which existed before the enactment of this discriminatory clause, the 
action by which the Congress wrote into section 2 of the Merchant 
Marine Act of 1920 the words, “excluding Alaska.” This is one exam- 
ple out of many. 

We had a young processor—we were more or less of an infant politi- 

cal body because we had only had an organic act in 1913, and this was 
in 192 0—who had been processing Alaskan spruce, which was found 
in abundance in the Tongass Forest and which virtually covers south- 
eastern Alaska, and at this time this Alaskan spruce was used exten- 
sively in the manufacture of small airplanes, and he had been shipping 
this to a manufacturer in the Middle West in proper lengths and in 
proper form. He was using the port of Vancouver. 

At that time the shipping rate was $5 a thousand. Immediately 
with the passage of this act with the discriminatory words “excluding 
Alaska” in it, he was forbidden to ship to the port of Vancouver. He 
had to ship to the port of Seattle where the charge was not $5 a 
thousand but $11 a thousand, plus such additional handling charges, 
altogether constituting far more than his profit. He was put out of 
business. He was ruined. He had to close up shop. 

That happened to several other similar enterprises, and still others 
were prevented from starting. 

That was the situation that was created by this original discrimina- 
tion. And that is the situation which this proposed legislation would 
re-create. 

I hope that that is an answer to your question. 

Senator Butter. Yes; I think I understand it. 

It wouldn’t work the other way, it wouldn’t let one State have a 
foreign vessel come in and pick up commerce and carry it to another 
State ? 

Senator GruENING. No: it would not. 

Senator Burier. It would not permit the transportation of 
goods 

Senator GruentneG. By a foreign vessel between different American 
ports. No; it would not. 

Senator Butter. Including Alaska ? 

Senator GrueninG. No; it would not. 

Senator Barrierr. Senator Gruening, I noticed during your presen- 
tation you recommended a thorough study of this matter in your 
statement. 

May the committee infer that in relation to repeal of a law—ex- 
cluding : all its references to Alaska—that has been in existence roughly 
one-sixth as long as the Constitution of the United States, that you 
believe more time should be given for accumulation of information so 
that a more objective consideration may be given by the committee. 

Senator Grventne. Mr. Chairman, I think such 2 study is not only 
highly desirable, I think it is essential. We are all interested in the 
preservation and strengthening of our merchant marine, but we cer- 

tainly do not want the entire cost of a section of the merchant. marine 
borne exclusively by the consumers of Alaska, 
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After all, Alaska represents a very important area. To be sure, it 
is only one State, but it is more than one State; it is a vast region. It 
is a region of tremendous undeveloped resources. It is a region one- 
fifth as large as the other 48 States. It is the only part of the United 
States which reaches into the Arctic; it is the only part which reaches 
into the Eastern Hemisphere, which has a coastline longer than the 
Atlantic, gulf, and Pacific coastlines of the 48 States. Its potentials 
are tremendous. 

The development of Alaska is not only an interest to the people of 
Alaska, it is of paramount interest to the people of the United States. 
We know how an area which roughly corresponds to Alaska in the 
North American Continent, that is, Siberia in the Eurasian Continent, 
is being developed by the Russians under their system. 

We have no sympathy with their system, and it challenges upon us 
under our system of free enterprise a corresponding dev elopment of 
this great region. And the key to this thing is effective transporta- 
tion in its various forms. 

We all know that Alaska has been discriminated against as to other 
forms of transportation. We have no highway system. I think it 
may be a surprise to the distinguished Senator from Maryland that 
only Alaska was totally excluded from the Federal highway aid legis- 
lation until 1956; totally excluded from it. 

Senator Burier. I have another question I want. to ask you. 

Do you remember devine the debate on the recent amendment. to 
the Public Law 480 there was some question that then arose as to 
whether or not the American farmer would have the right to barge 
his grain to a Canadian port and then ship it abroad, and the Con- 
gress, as far as [ know, approved that right. What is the difference 
between that and your case 4 

Senator GRUENING. 1am not sure I understand the purport of your 
question. 

Senator Burier. You are complaining that you cannot ship an 
Alaskan product to Canada and put it on a European ship and take 
it away. 

Senator GRUENING. Tame omplaining that this legislation would de- 
prive us of the rights which the 48 States, ine luding your State, have. 

A shipper from Baltimore can ship goods to the Pacific coast and 
when they get to the Pacific coast he can ship them across the Pacific 
Ocean in either American or Canadian bottoms. But we can’t do that. 

Senator Burier. But it is from an American port. 

Senator GRUENING. So what? 

Senator Butter. What you are talking about is shipping from a 
foreign port; aren’t you / 


Senator Gruenrnc. No, I am not. I am talking about shipping 
from an American port. 


Why do these goods, when they arrive at Seattle, when they can go 
abroad in any kind of a bottom, have to be limited in Alaska to Seattle 
prow monopoly ? 

Senator Burier. As long as you take it to an American port, you 
can put it on any ship you want to put it on. 


Senator Grurninc. They are not there. As a practice matter, we 
can’t do it. 
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Senator Butter. Of course, not in the coastal trades; nobody can 
do that. 

I don’t get the distinction, Senator. I really don’t. I don’t know 
hed you are driving at. If you take a Candian product and ship it 
toa foreign port—— 

Senator Grurntnc. I am not talking about a Canadian product. I 
am talking about an American product. 

Senator Butter. If you take an American product from Alaska 
and ship it to Canada, which is a foreign port 

Senator Gruentne. Ship it through Canada. 

Senator Burier. The prior practice was you shipped it to 
Vancouver. 

Senator Gruentnc. That was a practice which enabled Alaska’s 
infant industries to rise and to prosper. 

Senator Burier. The point I am making, Are the Americans doing 
the same thing right now? Are the midwestern farmers shipping it 
right now to the Great Lake ports, barging it over to the Canadian 
ports, and shipping it out on for eign vessels ? 

Senator Gruentne. I think they are right now. 

Senator Burier. Why don’t you have the right to do the same 
thing? 

Senator GRUENING. We do have the right. That is why we oppose 
this legislation. 

Senator Burier. And this legislation would also affect all Ameri- 

cans, including farmers of the Midwest ? 

Senator GRUENING. No; this legislation is aimed exclusively 
Alaska. 

Senator Bartierr. If the Senator will permit, this is not aimed ex- 
clusively at Alaska. 

Senator Butter. That is what I am trying to get at. This would 
prevent the Midwest farmer from shipping his grain to Canada and 
putting it on a foreign ship. 

Senator GruEninG. If that isso, I feel sorry for him. 

Senator Buriter. Where is the discrimination, Senator ? 

Senator GruentNna. This would eliminate a provision in the State- 
hood Act which, in turn, eliminated the discrimination in the Merchant 
Marine Act of 1920. 

Senator Bur.ter. Coulda shipper from my State of Maryland, using 
the port of Baltimore, put it on a foreign ship and take it to a point 
in the United States? The answer is “No.” 

Senator GRUENING. No; that is right. 

Senator Burier. He can put it on a foreign ship and take it toa 
foreign port? The answer is “Yes.” 

Could that same shipper ship that merchandise to Canada and 
put it on a foreign ship and deliver it back to Philadelphia, New York, 
or some other plac e? 

Senator GruEntinG. Iam not sure whether he could or not. 

Senator Burtuer. I don’t think he could from the way 

Senator Grurntnc. Perhaps some of the shipping experts could 
answer that. I am not sure whether he could or not. 

Senator Butter. I thought that is what you are basically complain- 
ing about. What does your r complaint goto? 
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Senator GrueNiINnG. My complaint goes to the fact that this would 
put us back in the unique category which we were placed in in the 
Merchant Marine Act of 1920. 

Senator Burier. Explain that exactly. What was that position ? 

Senator GrueninG. The position was that the Merchant Marine 
Act of 1920, through article 27, provided that shippers of goods across 
the country, and destined for further shipment across “each oc ean, 
could use interchangeably American or foreign carriers. 

Senator Burier. Shipping from an Al: iskan } port 4 

Senator Gruenine. Of course, they hadn’t gotten to an Alaskan 
port. At that time they would leave the | Inited States, say, by way 
of Seattle, or by way of San Francisco, if they went across the Pacific. 
This prevented them, if the goods were destined for Alaska, from 
using the kind of transportation that was permitted if they shipped 
overseas. And I think that is all wrong. 

The shippers from Baltimore at that time had a privilege, the ship- 
pers from New York, the shippers from Chicago, which was denied 
us, either coming from or going to Alaska. 

Am I correct in stating this, Mr. Chairman ? 

Senator Barrierr. If the Senator from Maryland would permit, 
I am just going to reread the section in question here: This 1s from 
section 27, “which the bill before us seeks to repeal, and I quote that 
proviso : 


That this section shall not apply to merchandise transported between points 
within the continental United States, including Alaska, over through routes 
heretofore or hereafter recognized by the Interstate Commerce Commission for 
which routes tariffs have been or shall hereafter be filed with said Commission 
when such routes are in part over Canadian rail lines, and their water or other 
connecting water facilities. 

And the chairman would like to make the point right in line with 
what the Senator from Maryland has been saying, that one reason, 
and quite obviously it seems to me, that the committee is in no position 
to act upon this bill, is because before the Senator from Maryland 
came in, witnesses from the Federal Maritime Administration were 
obliged to inform us that they didn’t know to what extent the pro- 
visions of this section applied to areas of the country other than 
Alaska would be utilized. I think we must have reports from the 
Interstate Commerce Commission, from the Federal Maritime Admin- 
istration, because by acting too hastily upon this bill we might be 
doing grave damage to our wheat farmers, or our dairy farmers, or 
our industrial people. We don’t know. We have no information. 

I think the Senator from Alaska 

Senator Gruentne. I feel, in response to the chairman’s question, 
this whole matter of offshore transportation, especially now since two 
of the offshore areas, Alaska and Hawaii, have become States, should 
be subject to a very thorough study. We are all interested in the 
strengthening of our merchant marine. But certainly we do not want 
that to be the burden of supporting the merchant marine in those cases 
where it applies between the 48 ‘States and the 2 new States to be 
borne, principally, exclusively, and unfairly by the consumers of those 
States. And I think that is a very proper subject for study. 

Now, it has been suggested in the report of the Pr esident that the 
application of the subsidies which exist in American shipping that 
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goes overseas might well be considered for these offshore States. I] 
think that is something that is worthy of study. 

Senator Butirr. In other words, under the ex xisting law, an Alaska 
shipper can send his merchanidse to a foreign country and there a 
it on a foreign ship and deliver it to Philadelphia, New York, 
San Francisco, or anyplace he wants to do it, and you want to Som 
that ; right ? 

Senator GRUENING. Waitaminute. Do you mind saying that again? 

Senator Butter. What I want to get is: Do you want to ship the 
merchandise from Alaska to a foreign country for shipment ¢ 

Senator Grurntne. No; we like to be able to ship it through nearer 
and less expensive Canadian ports. 

Senator Burirr. In other words, you want to take the commerce 
of Alaska and ship it toa foreign country, and there pick it up and take 
it in foreign ships / 

Senator GruentnG. Through a foreign country, not to a foreign 
country. We want the right to have American manufacturers and 
American products shipped to Alaska, and Alaskan products shipped 
to the 48 States, if it proves to be less expensive through Canadian 
ports. 

Senator Barrierr. If the Senator from Maryland will permit, the 
illustration he is citing is not foursquare with the law we are con- 
sidering. 

I hope this will help. Let’s give a concrete example. 

Let’s assume that the Senator from Maryland is not a Senator. 
Let’s assume instead that he is a wholesale grocer in Seattle, Wash., 
and he desires to order a carload of flour from a miller in Minne: apolis. 
He may instruct that miller to ship the carload of flour via American 
rail to the Canadian border, and thence by Canadian rail to Vancouver, 
British Columbia, and thence by Canadian ship to Seattle. That: has 
been legal since 1920. 

It has been legal only since 1958 for this same wholesale grocer, now 
resident in Ketchikan, Alaska, to say to the miller, “Ah. I see a 
chance to save some real money: so, will you ship this carload of 
flour via American rail to the Canadian border, and thence by Cana- 
dian rail to Prince Rupert, British Columbia, because Prince Rupert 
is 600 miles closer than Seattle to Ketchikan. They will put. that 
flour aboard a Canadian ship and take it to me at Ketchikan 80 miles 
distant, because I will be able to save a lot of money and I will be 
able to pass that money on to my consumer. 

This is legal now. ‘This has been legal in other areas of the United 
States since 1920. That right everywhere to do just that sort of thing 
is what this bill repeals. 

Senator Burier. That does not have much to do with the American 
merchant marine, because you are on rails all the time. Let’s get off 
the rails. Let’s get down to merchant marine. There is no merchant 
marine in that example. 

Suppose the vast number of people in upper New York would say 
it is much cheaper for us to use the St. Lawrence Seaway and cheap 
foreign shipping and, therefore, we will ship everything to Canada 
and put it on a foreign ship and bring it right on back to ‘the Atlantic 
coast, and serve the States on the Atlantic coast, and I have no doubt 
that will save a lot of money. Would that be legal ? 
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Senator Barrierr. It would be legal. I don’t know if there would 
be 2 moneysaving involved. Even if foreign maritime shipping 
would be cheaper, the law all around would give you a total freight 
bill that would be in excess of that which you would have by direct 
route over American lines. 

Senator Burter. I will say this for the record: As far as [ am con- 
cerned, the state my mind is in now I need some study on this. I 
don’t know whether you do or not, but I do. 

Senator Barrierr. It is my point that we must go into this care- 
fully and thoroughly and that can’t be done in 1 day’s hearing. 

Senator GruEntnc. I hope the committee will undertake such a 
study or see that it is undertaken, because it is of vital importance to 
many aspects of our national interest. I feel that the development 
of an area 586,000 square miles, of such strategic importance as 


Alaska, is of vital concern, and transportation is the key to the de- 
velopment of Alaska. 

Senator Burier. The chairman of the subcommittee has been very 
gracious to give an example from America to Alaska. Have we given 
an example of Alaskan commerce moving out to another State of the 
United States and traveling through foreign ports ¢ 

Senator Barrierr. If we interpret the word “continental” as in- 
cluding Alaska, we may use the example of a carload of flour pro- 
duced in Ketchikan which, parenthetically, I shall say, won't occur 
for a while, moving to Minneapolis by reverse routing under the law. 

Senator Burirr. Let’s get into the maritime field. Take your 
fish, for instance. Could you ship them from an Alaskan port into a 
Canadian port nearby and put them on a Canadian vessel and deliver 
them to a west coast citv in the United States ? 

Senator Barrierr. No, you cannot under the law. 

Senator Bur.ter. You cannot under existing law, or you can under 
this? 

Senator Barrierr. You cannot under existing law, and this S. 3188 
would have nothing to do with that. 

Senator Burter. Nothing to do with that? 

Senator Barrierr. No. 

What you could do, I would say to the Senator from Maryland, you 
can take this shipment of fish and you could haul it by Canadian car- 
rier from Ketchikan to Prince Rupert, a distance of about 80 miles; you 
could put it on a Canadian carrier, and by this round-about process 
deliver it to Vancouver, British Columbia; and then you oma I be- 
lieve, I am not too clear on this, put it on a Canadian ship and deliver 
it in Seattle. 

Senator Butter. Why does he have to go to Vancouver? What is 
the magic in that ? 

Senator Barrierr. Because the law does not permit the Canadian 


ship going to an Alaskan port to Seattle without this intervening 
connection. 


Senator Butter. It stops at Rupert? 

Senator Barrierr. It stops at Rupert, yes. 

Thank you, Senator Gruening. 

Senator Barruerr. The next witness is Representative Rivers. 

Representative Rivers, we are glad to have you to intervene at a 
moment when confusion is higher than ever. 
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STATEMENT OF HON. RALPH J. RIVERS, REPRESENTATIVE AT 
LARGE IN THE CONGRESS OF THE UNITED STATES FROM THE 
STATE OF ALASKA 


Mr. Rivers. At the risk of some repetition, but because I do have 
some other points, I will stick to my script. It will only take a few 
moments, and then I will be glad to try my hand at answering some 
questions. 

Mr. Chairman, I am particularly appreciative of the opportunity to 
be heard in opposition to S. 3188 because of the bad effects it would 
have upon Alaska. In my opinion it would also have adverse effects 
upon our country as a whole. Being in the position of opposing this 
bill, I am glad that my longtime friend, the distinguished chairman 
of the Senate Committee on Interstate and F or elgn Cc ommerce, intro- 
duced S. 3188 “by request,” as shown on the face of the bill, instead 
of on his own initiative. 

In the light of Alaska’s 40-year struggle for emancipation from the 
Jones Act, it seems that a new chapter in an old story is now being 
written. 

The bill S. 3188 is a small package of “dynamite” which, following 
the enacting clause, takes up only two lines, as follows: 

That the Merchant Marine Act, 1920, is amended by striking out the third pro- 
viso in section 27—46 U.S.C. 3883. 

Section 27 in general terms prohibits transportation of merchandise 
between points in the United States in other than domestic built or 
rebuilt and documented vessels. The only exception to this general 
rule is found in the third proviso of section 27, and I quote: 

That this section shall not apply to merchandise transported between points 
within the continental United States, including Alaska, over through routes 
heretofore or hereafter recognized by the Interstate Commerce Commission for 
which routes tariffs have been or shall hereafter be filed with said Commission 
when such routes are in part over Canadian rail lines and their own or other 
connecting water facilities. 

When enacted in 1920, this proviso in effect reenacted similar provi- 
sions of previously existing law which had been in effect. for many 
years, except that the words “ ‘excluding Alaska” had been inserted 
immediately following the words “continental United States.” This 
had been done at the instance of Senator Wesley L. Jones, of Seattle, 
Wash. 

This was a severe blow to Alaska as it cut off Alaska’s direct. line of 
supply with our Eastern and Middle Western States on the short route 
served in part by Canadian rail lines and their own connecting water 
facilities. U nderstandably feelings in Alaska ran high, and section 27 
of the Merchant Marine Act of 1920 become known as the Jones Act. 

For many years prior to passage of the Merchant Marine Act of 
1920, cargo originating within the United States and destined to 
Alaska had been routed through Canada via Canadian railroad to 
Vancouver or Prince Ruport, British Columbia, and thence trans- 
ported by Canadian vessel to the port of destination in Alaska. Like- 
wise cargo originating in Alaska had been sent via Canadian vessel to 
Prince Rupert, for example, and thence across Canada by Canadian 
railroad to point of connection with a U.S. railroad, and thence trans- 
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orted to destination in the eastern and middle western parts of the 
Tinited States. 

The people of Alaska, desirous of ordering at least some merchan- 
dise from Eastern and Middle Western States for delivery over the 
short route through Canada, and not. desiring to be subjected to a 
monopoly held by the port of Seattle, sought relief through the courts. 
By action of the then Attorney General of Alaska, John Rustgard, the 
case of the Territory of Alaska et al. v. Troy, was instituted to test the 
validity of the words “excluding Alaska.” The case for the Territory 
rested on the contention that such exclusion was invalid because it 
discriminated against the ports of Alaska in contravention of the 
commerce clause of the Constitution, which prohibits any preference 
being given by any regulation of commerce or revenue to the ports of 
one State over those of another. The Supreme Court of the United 
States agreed that the exclusion was discriminatory, but decided the 
ease against Alaska on the grounds that it was a territory instead of a 
State; that the commerce clause applied only to the parts of the several 
States, and that, in effect, Congress could so discriminate because it had 
plenary power over territories. 

As a result of this decision, Alaskans were saddled with the burden 
of paying freight on all commodities over the long haul from Seattle. 
No Seattle-based steamship company established a service from Van- 
couver or Prince Rupert to Alaska. All cargo arriving in Seattle 
for transshipment to Alaska was unloaded at train depots and re- 
loaded on trucks and hauled to the docks before being put aboard the 
ships. The port of Seattle had no sidings for unloading direct from 
railroad car to dock, and all this handling at Seattle was an expensive 
operation. Cargo originating in Seattle for Alaska had to go from 
wholesale and other distribution points within that city to the dock by 
truck, where for several years there was a bottleneck at pier 2, 
causing the trucks to line up for hours awaiting their turn to unload. 
This meant standby charges for trucks and drivers and swampers— 
all of which had to be passed on to the consumers of Alaska, who were 
in most part our fellow citizens from all the States who had gone 
north to settle our last large frontier. 

At this point I wish to say that the Alaska Steamship Co. eventually 
took steps to clear the bottleneck at pier No. 2, and got a more adequate 
dock. Therefore, I have pointed to that phase not as a present com- 
plaint, but as an example of what can happen to a people in a remote 
area primarily dependent upon a single gateway and one transpor- 
tation lifeline. In the absence of competing sources of supply and 
alternate supply routes, monopoly, with its attendant abuses and in- 
efficiencies, takes over. In recent years airplanes have carried some 
perishables and express cargo to Alaska, but cannot begin to supplant 
ships as facilities for transporting freight. Even the transcontinental 
ailroads devised to charge about twice as much for freight on the 
transcontinental haul of cargo destined for Alaska as they charged 
for like cargo destined for Hawaii and the Orient. 

Thus the exclusion language in section 27 of the Merchant Marine 
Act of 1920 which discriminated against the Territory of Alaska 
became a principal reason why the people of Alaska worked so vig- 
orously for statehood. With the passage of the statehood act in 








166 AMENDMENTS TO THE MERCHANT MARINE ACTS 


1958, the words “excluding Alaska” were changed to “including 
Alaska,” and the discrimination came legally to an end, although 
its effects are still to be found. During all those vears of discrimi- 
nation, Seattle business houses understandably obtained many ex- 
clusive agencies for nationally known products for distribution in 
Alaska. Even yet a merchant in Alaska desiring to stock such mer- 
chandise cannot get it in Chicago, for example. It can be obtained 
only through the authorized distributor in Seattle. Even yet, after 
nearly 2 years of statehood, no tariffs have been filed with the ICC 
involving Canadian railroads as connecting carriers with U.S. rail- 
roads to enable hauling Alaska-bound cargo to Vancouver or Prince 
Rupert for subsequent carriage on Canadian vessels to destinations 
in Alaska. The Seattle gateway trade pattern of 40 years still 
exists, but movements are afoot for a gradual reestablishment of 
service from the older States through Canada to Prince Rupert and 
thence to Alaska on Canadian or other vessels. 

Before such service is reestablished after so many years, the initia- 
tors of this bill wish to turn back the clock of history and knock out 
the third proviso of section 27 of the Merchant Marine Act of 1920. 
Since, on the basis of a discriminatory law, they can no longer 
channel through their hands all cargo destined for Alaska, they are 
trying to accomplish that purpose by a general formula, to wit : elimi- 
nation of routes through Canada as they affect all our Pacific coast 
ports and the ports of Hawaii. And I have heard from other com- 
ment that would also affect traffic between points in the United States 
and the Great Lakes. Thus Alaska’s dream of several gateways, 
including Seattle, would be thwarted, and acceleration of Alaska’s 
development impeded instead of expedited. 

Last year this Congress passed an act to extend the life of the Inter- 
national Rail and Highway Commission for study of a possible rail 
route through northwestern Canada to Alaska to connect with exist- 
ing Canadian rail lines, and for ascertainment of resource potentials 
and highway routes, and other factors relevant to the development 
of northwestern Canada and Alaska. 

For the reason that Alaska is strategically located and serves as a 
buffer between Asia and North America, its development has been 
encouraged and implemented as a matter of national policy. This has 
been done through numerous Federal programs and actions over the 
period of the last 20 years. It ae that, in addition to considering 
the people of Alaska, this bill, S. 3188, should be weighed within the 
framework of this national et in the light of the national interest 
and the overall public interest. 

During the course of the drive for statehood, T used to tell anti- 
statehood Seattleites that statehood would put Alaska on the map 
and speed up its growth by stimulating new nationwide interest, 
giving birth to new political strength, and making possible a sound 
State government in a position to really do business, and thereby 
create a market big enough to expand Seattle’s Alaska trade in spite 
of other routes. Alaska needs gateways and lifelines. It needs the 
Seattle gateway. It needs Portland, Oreg., and San Francisco, and 
( ‘hicago | and Minneapolis-St. Paul, and Great Falls, Mont., and Ed- 
monton, Alberta, and Vancouver, British Columbia and Prince Ru- 
pert, British Columbia, and the Alaska Highway, and aviation freight 
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and passenger service, and an international railroad. I repeat that 
all of these objectives are in the national interest. Thus, it is my firm 
conviction that this bill should be relegated to the limbo of forgotten 
things, and I think that the overwhelming majority of the fine people 
of Seattle and the State of Washington who have befriended Alaska 
and lent their support for the realization of statehood would agree 
with me upon being apprised of the situation. I likewise think that 
the State of W ashington congressional delegation, whose members 
voted unanimously for Alaska statehood, would be loath to take 
away with the one hand what they gave with the other, to the long- 
range detriment of all concerned. 

In closing, I thank you, Mr. Chairman, and members of this com- 
mittee for hearing me. 

Senator Barrierr. On the contrary, Congressman Rivers, the act- 
ing chairman, at least, wants to thank you, because you have made an 
explanation that has been educational and informative. You have 
given the committee much information which was not previously 
available, on account of our past acquaintance that you perhaps are 
better informed on this subject than any other man, because you had 
an active and close connection with it from the days when you were 
attorney general of the late great territory of Alaska, and the remarks 
you have made here will be most useful to the committee. 

Mr. Rivers. Thank you, Mr. Chairman. 

Senator Barrierr. Senator Butler, do you have any questions? 

Senator Burter. No, I haven't. 

Senator Barrierr. Congressman Rivers, at the bottom of page 3 
and the top of page 4 you indicate that a merchant in Alaska to this 
day can’t get a wholesale order in Chicago, for example, but must 
obtain the goods in Seattle. Is that an across-the-board situation, 
or is that true with reference to most merchandise ? 

Mr. Rivers. I would say that is true with regard to many nationally 
known products. 

Senator Barrierr. Let me ask you this: there is, I believe, air- 
plane service from Chicago to Minneapolis to Anchorage, Alaska, 
once or twice a week. If an Anchorage merchant wanted to buy 
directly from the factory in Chicago and have it shipped by airplane 
by the short length of the triangle, ‘he would not be permitted in most 
cases to do this, and would have to go through Seattle ? 

Mr. Rivers. I am not talking about airplanes. 

Senator Barrierr. But you are talking about where he can buy 
and where he can’t buy. 

Mr. Rivers. During 40 years, when all cargo had to go through 
Seattle anyway, it was normal for your big manufacturers to establish 
agencies in Seattle to serve Alaska, and those contracts are still in 
effect, and I have said in my statement that although the discrimina- 
tion of the Jones Act was legally ended, the effects of that 40-year 
trade pattern are still with us; and even yet those agencies are in 
Seattle, and the Alaskan merchant has got to order from a distributor 
in Seattle because those manufacturing concerns won't dishonor their 
present agency accounts with the Seattle distributors. In other 
words, the old age rn is still with us. It may take quite a while to 
reestablish trade between the Eastern and Middle Western States for 
shipment through Canada on Canadian rail for delivery to Alaska. 
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Senator Bartierr. Would you agree with Senator Butler and me 
that this is so involved, so complex, so important, that it is entitled to 
further consideration?’ 

Mr. Rivers. Are you talking about this bill, Mr. Chairman ? 

Senator Barruerr. Yes. 

Mr. Rivers. I agree that the whole subject needs further consid- 

eration, but I consider that this does not need any further consid- 
eration except to be relegated to the limbo of forgotten things. 

Senator Barrierr. The bill? 

Mr. Rivers. Yes, sir. 

Senator Bartierr. That is a positive declaration, of which we have 
had very few this morning. 

Mr. Rivers. Of course, as you have said, I have had some expe- 
rience; perhaps I have arrived at the conclusion ahead of some of the 
others. 

Senator Barrierr. Thank you, Congressman Rivers. 

There is a letter for inclusion in the record from Acting Secretary 
of the Treasury Robbins which does not take a position w ith reference 
to enactment of the bill, but sums up the position of the Treasury 
Department, very properly, I guess, by saying no administrative diffi- 
culty or expense is antic ipated i in the bill if enacted. The Tre: sury 
Department ought to be concerned with expenses; so that will be 
offered for the record. 

(Letter follows :) 

TREASURY DEPARTMENT, 
Washington, March 24, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 

My Dear Mr. CHAIRMAN: Your letter of March 14, 1960, requested a statement 
of this Department’s views and recommendation on §8. 3188, a bill to make uni- 
form the. laws governing the coastwise trade of the United States. 

The bill would amend the Merchant Marine Act, 1927, by striking out the third 
proviso in section 27 (46 U.S.C. 883). Section 27 provides that “no merchandise 
shall be transported by water, or by land and water, on penalty of forfeiture 
thereof, between points in the United States, * * * either directly or via a 
foreign port, * * * in any other vessel than a vessel built in and documented 
under the laws of the United States and owned by persons who are citizens of 
the United States * * *.” The third proviso which is the subject of the bill 
provides an exemption for merchandise transported “over through routes * * * 
recognized by the Interstate Commerce Commission for which routes rate tariffs 
have been or shall hereafter be filed with said Commission when such routes are 
in part over Canadian rail lines and their own or other connecting water 
facilities.” . 

The extent to which the exemption of the third proviso is made available is 
dependent upon the number of through routes which is recognized by the Inter- 
state Commerce Commission. Whether the circumstances involved warrant the 
discontinuance of the exemption in its present form is a matter of legislative 
policy upon which this Department expresses no opinion. 

No administrative difficulty or expense is anticipated if the bill is enacted. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Rosstns, 
Acting Secretary of the Treasury. 


Senator Barrierr. That concludes the taking of testimony in ref- 
erence to S. 3188. 

(Whereupon, at 11:55 a.m., the subcommittee was recessed to the 
consideration of other business.) 
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(The following was subsequently supplied for the record :) 
COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 11, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 


DeAR Mr. CHAIRMAN: Further reference is made to your letter of March 14, 
1960, acknowledged on March 15, requesting the comments of the General Ac- 
counting Office concerning S. 3188, 86th Congress, 2d session, entitled “A bill 
to make more uniform the laws governing the coastwise trade of the United 
States.” 

The proposed bill would eliminate the third proviso of section 27 of the 
Merchant Marine Act, 1920 (46 U.S.C. 883). This proviso grants an exception 
from the general requirements of section 27 whereby all merchandise moving 
by water, or by land and water, in domestic trade must be carried in American 
vessels eligible to engage in the coastwise trade. The exception covers mer- 
chandise moving on through routes within the United States, including the State 
of Alaska, when such routes are in part over Canadian rail lines and water 
facilities connecting therewith, provided the routes are recognized by and tariffs 
filed with the Interstate Commerce Commission. 

Since we have no special information as to the need for this legislation and 
because it would not appear to affect the operations of this Office, we make no 
recommendation as to its enactment. 

Thirty additional copies of our reply are enclosed, as requested. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


KETCHIKAN PULP Co., 
Bellingham, Wash., March 30, 1960. 
Senator E. L. BARTLETT, 
Senate Office Building, 
Washington, D.C. 


DEAR SENATOR BARTLETT: I have noticed in the press a suggested bill which 
would restrict ocean shipping between Alaska and the rest of the continental 
United States to U.S. vessels. As you know shipments of our pulp from 
Ketchikan to the American Viscose Corp. plants in Pennsylvania and West 
Virginia are made by combination car barge and rail over the Canadian Na- 
tional for connecting lines of the U.S. rail carriers. 

At the time we constructed the Ketchikan plant the question of transportation 
was always the major item in any discussion to go ahead with the plant. If 
we had had to absorb shipping charges by water to, let us say, Seattle or Tacoma, 
and thence by rail to the consumers in the East I am pretty sure the plant would 
never have been built. You can see what kind of a situation the passage of a 
bill of this kind would put us in. There would be no competitive way of getting 
the pulp out and we would be at the mercy of a one-way transportation system 
which would probably increase the costs and place the operation of the plant in 
jeopardy. 

You probably know that we have had a severe blow by way of a reduction of 
prices due to severe competition in the dissolving pulp field. In the first place, 
there has been no increase in this grade of pulp for the past 7 years although 
costs keep rising and effective February 1, prices were reduced on some grades 
by $10 per ton and on others $15 per ton which is going to slow up the operation 
of the Ketchikan plant and any additional costs I may as well frankly state 
we cannot stand. 

I also presume you know woodpulp is on the free list. We have no protection 
whatsoever and to keep piling on additional costs on a world product such as 
pulp could bring us back to the conditions of the 1930’s when the pulp industry 
was practically wiped out in the United States. 

I certainly hope that this proposal can be shelved as it certainly will not be 
to the interests of Alaska. 

Sincerely, 


L. TurcortTe, President. 
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FRIDAY, MARCH 25, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee was called to order at 11:56 a.m., in room 5110, 
New Senate Office Building, Hon. FE. L. Bartlett presiding. 

Senator Bart.terr. The committee will now take up S. 3189, and we 
will first hear from the distinguished Senator from Maryland, of the 
committee, and we will call the other witnesses. 

(S. 3189 follows :) 

[S. 3189, 86th Cong., 2d sess. ] 
A BILL To further amend the shipping laws to prohibit operation in the coastwise trade 


of a rebuilt vessel unless the entire rebuilding is effected within the United States, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the second proviso of section 27 of the 
Merchant Marine Act, 1920, as amended (U.S.C., 1958S edition, title 46, see. 883), 
is amended to read as follows: “Provided further, That no vessel of more than 
five hundred gross tons which has acquired the lawful right to engage in the 
coastwise trade, by virtue of having been built in or documented under the laws 
of the United States, and which has later been rebuilt, shall have the right 
thereafter to engage in the coastwise trade, unless the entire rebuilding, including 
the construction of any major components of the hull or superstructure of the 
vessel, is effected within the United States, its Territories (not including trust 
territories), or its possessions :” 

Sec. 2. The first sentence of section 2 of the Act of July 14, 1956 (U.S.C., 1958 
edition, title 46, sec. 888a) is amended to read: “If any vessel of more than five 
hundred gross tons documented under the laws of the United States, or last 
documented under such laws, is rebuilt and any part of the rebuilding, including 
the construction of major components of the hull and superstructure of the 
vessel, is not effected within the United States, its Territories (not including trust 
territories), or its possessions, a report of the circumstances of such rebuilding 
shall be made to the Secretary of the Treasury, upon the first arrival of the 
vessel thereafter at a port within the customs territory of the United States, 
if rebuilt outside the United States, its Territories (not including trust terri- 
tories), or its possessions, or, in any other ease, upon completion of the rebuilding, 
in accordance with such regulations as the Secretary may prescribe.” 

Sec. 3. The Secretary of the Treasury shall prescribe such regulations as may 
be necessary to carry out the purposes of this Act. 

Sec. 4. This Act shall be effective from the time of enactment hereof: Provided, 
however, That no vessel shall be deemed to have lost its coastwise privileges as 
a result of the amendments made by this Act if it is rebuilt within the United 
States, its Territories (not including trust territories), or its possessions under 
a contract entered into before such date of enactment and if the work of rebuild- 
ing is commenced not later than six months after such date of enactment. 


Senator Burter. Thank you, Mr. Chairman. 

As reflected on the face of the bill, I am the cosponsor of this bill 
with the chairman of our full committee, our good friend, the senior 
Senator from Washington. 
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I have two suggestions that I would like to put on record, one of 
which I have discussed briefly with the chairman. The other one I 
had not thought about until it was suggested this morning. 

The first amendment I would like to offer would be on page 3, line 
8, striking out the word “six” and substitute the word “twelve.” 

At the proper time I will offer an amendment to accomplish this 
change, and I do it because I understand that a 6-month period may 
not be sufficient to permit the delivery of a middle body or middle 
bodies already under construction, I don’t think it is the desire of this 
committee to slam the door in the face of anybody who, in good faith, 
and depending and relying upon the laws of the United States, made 
such a contract. 

The second suggestion is that there be put into the report or that an 
amendment be offered to cover the situation where a middle body has 
been fabricated abroad and is being towed to this country and may 
be lost at sea. There should be some language to protect the person, 
the operator and owner, who has found himself in that situation, and 
I will suggest in the committee at the proper time that the report make 
it clear that it is intended to cover such a situation, or that the bill be 
amended appropriately to cover that contingency. 

Senator Barrierr. Does that conclude your remarks ? 

Senator Butter. Otherwise, I am wholeheartedly in favor of the 
enactment of this bill. 

Senator Bartietr. Thank you, sir. 

Senator Butter. Thank you. 

Senator Barrterr. Admiral Ford, are you to appear in place of 
Mr. Morse? 

Mr. Forp. Yes, sir. 


STATEMENT OF WALTER C. FORD, DEPUTY MARITIME ADMIN- 
ISTRATOR, MARITIME ADMINISTRATION; ACCOMPANIED BY 
EUGENE J. ACKERSON, CHIEF, DIVISION OF LEGISLATION, 
MARITIME ADMINISTRATION 


Mr. Forp. Mr. Chairman, the bill S. 3189 would amend section 27 
of the Merchant Marine Act, 1920, and section 2 of the act of July 14, 
1956, to prohibit the operation in the coastwise trade of the United 
States of a rebuilt vessel, unless the entire rebuilding, “including the 
construction of any major components of the hull and superstructure 
of the vessel,” is accomplished in the United States. 

The bill further provides that the prohibition would not apply toa 
rebuilt vessel where the contract for rebuilding is already entered into 
and the rebuilding work is commenced not later than 6 months after 
date of enactment into law of the proposed amendments. 

The Department of Commerce and the Maritime Administration 
recommend favorable consideration of the bill. 

Section 27 of the Merchant Marine Act, 1920, in substance provides 
that no merchandise may be transported on a vessel between any two 
points of the United States and possessions either directly or via a 
foreign port on any other than a vessel built in and documented under 
the laws of the United States, or such merchandise will be subject to 
forfeiture. 
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In 1956 Congress passed a law for the purpose of closing a gap 
in the existing law with respect to the foreign reconstruction and 
rebuilding of USS. vessels documented for operation in the coastwise 
trade. To correct this situation, the Congress enacted the law of 
July 14, 1956 (Public Law 714 of the 84th Cong.), which forbids 
a vessel engaged in the coastwise trade from being rebuilt outside the 
United States, and requires the reporting to the Bureau of Customs, 
Department of the Treasury, of all circumstances regarding the re- 
building outside the United States of any vessel doe umented under 
our laws. 

It now appears that the coastwise laws need further strengthening 
in order to carry out fully the national maritime policy and princi- 

ples est: oe: in the other shipping laws and the Merchant Marine 
Act, 193¢ 

It is die to us that the Congress in granting the protection of 
the coastwise laws to American operators intended that vessels built 
solely in American yards would be used in the trade. The law now 
specifically forbids the rebuilding of a coastwise vessel in a foreign 
yard. To allow the manufacture of a large segment of a vessel in 
a foreign country to be brought to the U Mited States to be placed 
in the vessel in the United States, would be inconsistent with the 
basic policy of the coastwise laws limiting domestic operation to 
domestic built vessels, 

One of the major objectives of the Merchant Marine Act, 1936, 
is to foster and maintain the shipbuilding industry in the United 
States by placing work in the domestic shipyards so that the yards 
will be sustained for mobilization and national defense purposes 
At the present time shipyards in this country need work very badly 

and there are recent examples of instances where, had this proposed 
legislation been the law, additional work might have been generated 
for American shipyards. 

U.S. vessels operating in the foreign trade do not have the pro- 
tection of the coastwise laws, but in order to maintain a competitive 
position with foreign-flag operators, subject to strict limitations, they 
may rec elve Government. subsidy. An operator who receives subsidy 
is required by law and contract to exclusively use American shipyards 
for reconditioning and rebuilding of their vessels. 

The basic policies embodied in the coastwise laws and merchant 
marine laws make it appropriate that the coastwise laws specifically 
require vessels in the coastwise trade to be exclusively constructed, 
reconstructed, and rebuilt in American shipyards. 
enactment of S. 3189. 

Mr. Chairman, you asked for an example of fast action by the 
Bureau of the Budget on one of our recommendations, and I am 
pleased to report that this statement has been cleared by the Bureau 
of the Budget. 

Senator Barrierr. This is, sir, a splendid example, and if you 
hadn’t called it to my attention, I was going to call it to public at- 
tention right now. This is certainly fast “work and makes my previous 
questions on the subject entirely inappropriate. 

Thank you very much. 


We recommend 
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Mr. Baynton. You heard, Admiral Ford, Senator Butler’s amend- 
ments. Do you have any comment on the first, that is, the last line 
on page 3, changing the period from 6 to 12 months? 

Mr. Forp. No, sir. If there is to be an exception in the case where 
contracts have been let, 6 months is a pretty short period of time in 
which to complete the conversion. 

There is one other question as to the establishment of a time limit. 
It seems to me that it would be more appropriate to have the dead- 
line date with respect to when the contracts were signed rather 
than any deadline as to when the work had to be completed, because, 
as you know now, there are shipyard strikes, there have been cases 
of multiple contracts where one yard is doing all of the work, 
where even 12 months might be a very limited ‘factor. 

Since the work is being done in the United States, if you are 
permitting it, there isn’t much point in limiting the time in which 
they have to complete it. 

Mr. Bourson. Mr. Administrator, what about the question of the 
possibility of some more contracts being entered into between now 
and the date of enactment or the cutoff date? Do you think that 
would make it. desirable to have a cutoff date that might either be 
now or close to now? I think the principle of the bill is that no 
one would want to interfere with contracts that have already been 
legitimately placed under the authority of the Bureau of Customs 
rule. 

Mr. Forp. I believe that the contracts being entered into are a 
result of an interpretation of current law by the Department of the 
Treasury, and there are. I am sure, a number of people who are 

taking advantage of this particular interpretation. We feel in 
Maritime that. this could have very easily been interpreted the other 
way. We are not quarreling with Treasury. But it is the inter- 
pretation of a particular phase of the law. 

So far as placing people on notice as to a cutoff date, I think that 
is a matter for the committee to decide as to what date they would 
recommend. We have no particular recommendation. We think 
there should be some date established. 

Mr. Grinstein. What cutoff date would you recommend by the 
3oard ? 

Mr. Forp. I just stated that I didn’t care to recommend the date. 
T felt that was the prerogative of the committee. We feel that this 
is a circumvention of the intent of the law, and an early date I 
think would be in order. We certainly wouldn’t want to hurt any- 
one who has entered into a contract, but if it is the belief of the 
committee that this is in order and this is good legislation, then I 
would think an early date would certainly be called for. 


Senator Bartrierr. At this point a letter from John L. Weller, 


president of Seatrain Lines, Inc., dated March 24, 1960, to Senator 
Magnuson will be included in the record. 


SEE senna 
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(The letter follows:) 


SEATRAIN LINES, INC., 


Vew York, N.Y., March 24, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR MAGNUSON: This letter is written on behalf of Seatrain Lines, 
Inc., in order to record our endorsement of the purposes sought to be accom- 
plished by S. 5189, and also to propose an amendment to insure that the legis- 
lation will not result in discrimination between competing water carriers in 
the coastwise trades. 

Seatrain Lines, Inc., is a common carrier by water, operating six vessels in 
the Atlantic-gulf coastwise trade. Seatrain was the pioneer in the applica- 
tion of containerization, or fishyback, methods to ocean transportation, and has 
been doing this for over 30 years. Seatrain’s 6 vessels were specially designed 
and built (without subsidy and at U.S. shipyards) to carry 100 loaded freight 
ears each. In the past 2 years, we have spent substantial sums in altering our 
vessels (at U.S. shipyards) to permit the carriage of truck body containers in 
addition to freight cars. 

In 1956 Seatrain placed an order with a U.S. shipyard for the construc- 
tion of an additional seatrain-type vessel. The machinery and boilers for this 
projected vessel were manufactured in the United States and delivered to 
the shipbuilder at a cost to Seatrain of approximately $1,500,000. Because of 
the adverse factors affecting the coastwise trades in the last 2 years, of which 
your committee is aware, we have been unable to proceed with the construction 
of the vessel. In the belief that these adverse factors will be corrected and 
a reasonable future for the coastwise merchant marine assured, we continue 
to make plans for the replacement of our fleet with new U.S.-built vessels, but 
have had to hold in abeyance inplementation of these plans. 

Recently we became aware of the ruling of the Commissioner of Customs 
that foreign-built sections (almost complete ships) may be incorporated in ves- 
sels used in the coastwise trade. Obviously, resort to such a ruling would 
render construction of U.S.-built vessels by Seatrain impracticable. This ruling 
of the Commissioner of Customs seems to us obviously improper, and an at- 
tempt to thwart the intent of Congress in existing law. Either the law should 
be repealed, and all coastwise operators permitted to construct vessels abroad, 
or this improper ruling should be revoked. S. 3189 would supersede the Com- 
missioner’s ruling, and therefore we endorse heartily its purpose. 

However, Section 4 of S. 3189 would permit vessels incorporating such 
foreign-built sections to be used in the coastwise trade provided the contract 
with the foreign shipyard was entered into before the date of enactment of 
8. 3189, if the work is commenced within 6 months after enactment. This 
would permit domestic operators who rush to take advantage of the ruling 
of the Commissioner of Customs to use the vessels incorporating the foreign- 
built sections in the domestic trades. It might well force their competitors 
in self defense similarly to contract with foreign shipyards before the effective 
date of S. 3189. Competitors who are not in a position to make such contracts 
would then labor under a competitive disadvantage because of the substantially 
higher cost of their vessels. Accordingly, Seatrain suggests that S. 3189 
be amended to prevent anyone from taking advantage of the recent ruling of 
the Commissioner of Customs. This can be accomplished by changing section 
4of S. 3189 to read as follows: 

“Sec. 4. This Act shall be effective from the time of enactment hereof; pro- 
vided however, that no vessel documented under the laws of the United States 
before such date of enactment shall be deemed to have lost its coastwise priv- 
ileges as the result of the amendments made by this Act.” 

No injustice would result from overruling the Commissioner’s ruling retro- 
actively by adopting the amendment to section 4 proposed in this letter. That 
ruling was issued early in February of this year, in response to a letter request 
dated December 18, 1959. In view of the short time that has since elapsed, it 
is most unlikely that substantial and irrevocable commitments have been made 
in reliance on the ruling. In any event special legislation could be enacted to 
take care of any bona fide “hardship” cases. A general “moratorium” such 
as proposed by the present section 4 is, on the other hand, likely to create 
hardship on and discrimination against those who are not in a position to rush 
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into contracts with foreign shipyards while S. 3189 proceeds to final enactment, 

When section 27 of the Merchant Marine Act, 1920 (46 U.S.C. 883), was 
amended in 1956 to prohibit the operation in the coastwise trade of vessels 
rebuilt outside the United States, the amendatory act did contain a provision 
identical with present section 4 of 8S. 3189; however, the circumstances then were 
entirely different. Prior to the 1956 amendment there was clearly no restric- 
tion against the rebuilding of U.S. vessels in foreign shipyards, and there had 
been instances of American-owned and American-built vessels which had been 
subsequently rebuilt in foreign shipyards, and then returned to operate in the 
coastwise trade. It would have been unfair retroactively to deprive the owners 
of these ships of the right to continue to use them domestically. Undoubtedly, 
too, others in good faith reliance on the existing law, which had clearly never 
restricted the use of ships rebuilt in foreign yards, had entered into contracts 
with foreign shipyards for the rebuilding of ships to be used for domestic trade. 
It was, therefore, only fair and equitable to exclude from the new prohibition 
of the 1956 act, vessels which were rebuilt under contracts made prior to the 
enactment of the new law. 

The present situation is entirely different. To say the least, it was very ques- 
tionable whether, under existing law, ships incorporating foreign-built sections 
could be used in the domestic trade. Prior to the recent ruling of the Commis- 
sioner of Customs, no one would have been justified in contracting to obtain 
foreign-built sections on the assumption they could be incorporated in vessels 
used in the domestic trade. And, as pointed out above, that ruling is too recent 
for any substantial commitments to have been made on the basis of it. 

There is a tremendous incentive to take advantage of the Commissioner’s 
ruling that foreign-built sections may be incorporated in vessels used in the 
coastwise trade. It has been estimated that a domestic operator would realize 
savings of from 50 to 60 percent by this procedure. Naturally, this would give 
him a tremendous competitive advantage over competitors who used ships built 
or rebuilt entirely in the United States. 

We understand that one of Seatrain’s competitors has been negotiating to 
obtain foreign-built sections. Unless section 4 is amended, this competitor may 
2 able to use these vessels in competition | with Seatrain if the contract has been 

gned or is signed prior to enactment of 8. 3189. To protect itself, Seatrain has 
ae compelled to consider making contracts with foreign yards. Other opera- 
tors may face a similar necessity. All this can and should be avoided by pre- 
venting anyone from taking advantage of the recent ruling which the Congress, 
by the enactment of S. 3189, will declare to have been erroneous. 

Sincerely yours, 
JOHN L. WELLER. 


Senator Barriterr. Unless there is someone else here who cannot 
appear this afternoon, we are going to stand in recess until 2 o'clock. 

Is there anyone in a position where he must be heard now ? 

(No response. ) 

Senator Bartterr. Apparently not. 

The committee will be in recess until 2 o’clock in the same room. 

(Whereupon, at 12:10 p.m., the hearing was recessed, to reconvene 
at 2 p.m., this day.) 

AFTERNOON SESSION 


Senator ene: The committee will be in order for the continu- 
ation of hearings on S. 3189. The next witness will be Mr. Sanford. 

We are glad to hs ive you here, Mr. Sanford, and the committee will 
be pleased t to hear your statement. 
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STATEMENT OF LEIGH R. SANFORD, PRESIDENT, SHIPBUILDERS’ 
COUNCIL OF AMERICA, NEW YORK, N.Y. 


Mr. Sanrorp. Thank you, Mr. Chairman. 

My name is L. R. Sanford. I am president of the Shipbuilders’ 
Council of America, and I am appearing before this subcommittee 
this afternoon to present a statement on S. 3189. 

It has been the historical policy of the United States to maintain 
exclusive domestic shipping trades. In furtherance of this policy, 
the coastwise laws deny foreign-flag vessels the right to operate in 
the domestic waterborne commerce of the United States. This policy 
also extends to a prohibition against operation in the coastwise trade 
of vessels which may have been built abroad, even though owned and 
operated by American citizens. Citizenship requirements for eligi- 
bility to document vessels for operation in the coastwise trade are 
more stringent than such requirements for vessels to be used in the 
foreign trade. 

In addition, since shortly after the Civil War, all U.S. vessels are 
subject to an ad valorem duty of 50 percent on repairs made or equip- 
ment obtained abroad, except where required for safety and seaworthi- 
ness of a vessel on a voyage. 

One of the major reasons for this restrictive policy is the preserva- 
tion of an adequate private shipbuilding and ship repair industry 
in the United States, which is so necessary in time of national 
emergency. 

By act of July 14, 1956, Congress further perfected the exclusive- 
ness Of the coastwise laws by amending section 27 of the Merchant 
Marine Act of 1920 to provide that any vessel entitled to operate in 
the coast wise trade of the United States because she was built in the 
United States and documented under the U.S. flag and owned by a 
citizen would nevertheless lose her coastwise trading rights if later 
“rebuilt” in a foreign shipyard. 

This 1956 act also provided certain reporting requirements to aid 
in its enforcement by the Secretary of the Treasury and authorized 
the issuance by him of supplementary administrative regulations. The 
1956 amendment applies only to vessels of 500 gross tons or more. 

However, it now appears that there still remain serious loopholes in 
section 27 of the 1920 Merchant Marine Act not taken care of by the 
1956 amendment. For example, for some time discussions have been 
underway between American-flag shipowners and American ship- 
yards for the construction of hull sections which will be floated or 
otherwise brought to the United States and used in the rebuilding of 
American vessels in American shipyards. Thus, a substantial portion 
of the actual work entailed in the rebuildings will be done in foreign 
shipyards. Final assembly and related work would be done here. 

When a question was raised with the Bureau of Customs as to the 
interpretation of the applicable law, the Bureau is understood to have 
taken the view that a foreign-built midbody section, to which there is 
bolted a temporary, removable false bow to facilitate towing, is not 
considered a vessel since it could not. be used as such. Moreover, the 
Bureau also is understood to have taken the position that the bolting 
on of a temporary, readily removable false bow to facilitate towing 
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does cause the midbody section to take on the characteristics of a 
vessel within the definition contained in the customs regulations. 

Accordingly, the Bureau of Customs rendered a tentative opinion— 
and I might interpolate here that that is not necessarily tentative now 
and Mr. Gulick will testify later and he can straighten out the status 
of that opinion—that a vessel so converted would not be considered 
to have been built outside the United States within the meaning of the 
proviso added to section 27 of the 1920 Merchant Marine Act by the 
1956 amendment. 

The Bureau further concluded, as its tentative opinion, that such 
a converted vessel would continue to be considered as a vessel built 
within the United States and as such would retain whatever coastwise 
trade privileges it had before the rebuilding. 

The first section of the pending bill is designed to close any such 
loopholes in the 1956 act by inserting appropriate language in section 
27 of the 1920 Shipping Act. The section proposes “that any vessel 
entitled to operate in the coastwise trade which is later rebuilt shall 
not thereafter be entitled to operate in the coastwise trade of the United 
States unless the entire rebuilding, including the construction of major 
components of the hull and superstructure, is effected within the United 
States. 

High among the developments in the postwar period which have 
played important parts in the efforts of our ship repair yards to keep 
employment at a level commensurate with their responsibilities as a 
part of the mobilization base, has been the rebuilding, conversion, and 
alteration of standardized war-built vessels, such as the T-2 tankers 
which, as a result of the World War IT ship construction program, 
now form a large part of the active American merchant marine. 
Jumboizing is one of the more widely known of such operations. 

Ina typical jumboizing of a war ‘built T-2 tanker a new midbody 
is inserted to increase the deadweight tonnage of the vessel by approx- 
imately 25 percent. The increased capacity allows the vessel to com- 
pete with the larger, more modern ships, thus extending the economic 
life of the vessel. Such an operation is reported to be economically 
sound in view of the much lower cost of jumboizing as compared with 
building a new vessel. 

Over the past 3 years more than 24 tankers have been jumboized in 
American shipy: note and there are several more under that process 
at the moment—and, as the cost of a typical jumboizing job on a T-2 

tanker runs about $2,500,000, this one type of rebuilding work alone 
has contributed a considerable amount of the employment in the ship 
repair yards during this recent period. 

Now, however, we are faced with the situation where Ameri ican ship- 

yards, under contract with American shipowners, are arranging to 
have new midbodies and other hull sections constructed abroad, which 
sections would be towed to the United States and then inserted in 
existing ships in an American shipyard for a considerably lower over- 
all cost to the shipowner than he would have had to pay if the entire 
jumboizing job had been done in a U.S. shipyard. 

The volume of ship repair work which would be lost to the ship 
repair yards in the United States if operations such as the foregoing 
are permitted to continue because of loopholes in our coastwise laws 
could be most serious. 
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Rebuilding ships for the coastwise trades has been of great signifi- 

“ance in recent years since it materially contributes to providing the 
minimum mobilization base of ship repair yard capabilities absolutely 
essential to the Nation’s economic and defense security. 

As the proposed amendment would require affirmative action by the 
Treasury Department to assure that vessels which are not entitled to 
engage in the coastwise trade will be excluded from the privilege of 
documentation therefor, and since the amendment would not be self- 
enforcing, section 2 of the bill provides for reports to be filed with the 
Secretary of the Treasury covering the circumstances of any rebuild- 
ing of a vessel by use of foreign- built components of hull and super- 
structures, and for a penalty for failure to file such a report. 

Section 3 of the proposed bill is identical to section 3 of the 1956 act. 
It provides for the issuance by the Secretary of the Treasury of such 
regulations as may be necessary to carry out the purposes of the act. 

F inally, in order to eliminate any retroactive applicability, section 
4 of the pending bill provides that it does not apply to any vessels re- 
built. by use of foreign-built components of hull and superstructures 
under a contract entered into before the date of enactment of the bill. 
There is no intent to penalize either American shipowners or American 
shipbuilders with whom they may have entered into bona fide con- 
tracts prior to the date of enactment of this amendment to rebuild ex- 
isting U.S.-flag vessels entitled to coastwise privileges with the use of 
foreign-built midbodies or hull sections. 

The final clause of section 4 limits the retention of coastwise privi- 
leges to vessels in which such work of rebuilding is commenced not 
later than 6 months after the date of enactment of this bill. This 
clause is the same clause which was included in the 1956 amendment 
to deny further coastwise privileges to vessels entitled to such privi- 
leges and subsequently rebuilt abroad. 

‘However, the time elements in the two situations are not the same 
and such a 6 months’ provision, while it proved to be adquate under 
the 1956 amendment for the commencement of work of rebuilding a 
vessel abroad, may not be adequate for a vessel rebuilt in the United 
States with the use of a foreign-built hull section. 

It therefore appears that this 6 months’ clause might well be recon- 
sidered so that any cutoff date as to the commencement of rebuilding 
in relation to the date of enactment be a realistic one in the light of 
existing or proposed contracts for such rebuildings which may be 
executed prior to the date of enactment of this bill. 

Now, t pr concludes my prepared statement, Mr, Chairman. With 


your permission I would like to add a couple of comments to it at this 
time. 


Senator Barrierr. Yes. 

Mr. Sanrorp. I think it is very obvious, it cannot help but. be 
obvious, that the cutoff period bears a direct relationship to the date of 
commencement. of the work. 

Senator Butler this morning commented on the 6 months’ period and 
I think in fact suggested a 12-month period, but. before we go to that 
I think we have to have a pretty clear understanding of what is meant 
by the commencement of the work. 
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That phrase is subject to several interpretations which might cause 
trouble with the Bureau of Customs if the bill is enacted without some 
explanation of that. 

My suggestion to the committee is this, that in order to have a 
specific date of commencement with respect to which there can be no 
question of any kind, the date of commencement of the work be shown 
in the record of this hearing as the intent to be the date on which the 
work of cutting the ship to be rebuilt, cutting it apart in an American 
shipyard, in order to insert the new middle body. That is a specific 
date. 

It does not vary. You commence cutting work on a specific date and 
that isit. There can be no argument about it. 

Then very naturally the cutotf date has to be related to that date and 
should provide a sufficient period for those who either have contracts 
executed or have contracts now under negotiation which may be exe- 
cuted very shortly to allow them sufficient time to have the parallel 
middle body built abroad, bring it over to this country, and start in- 
serting it in the vessel to be rebuilt in this country. 

I am not prepared to make a recommendation at this time as to 
what that period ought to be. 

As a matter of fact, I think the committee would be entitled to have 
some information from the parties to these contracts as to what they 
feel is necessary to enable them to accomplish that work as a basis for 
forming any conclusion as to what the period ought to be; but at 
the same time I do feel that there should be a definite cutoff date. If 
there is not, we leave the door open to a possibility, however remote, of 
an open end contract which might run for years and would exactly 
defeat the purpose of what this legislation is for. That we do not 
want, of course; at least the people that I represent do not want it. 

We want a definite cutoff date. We do not want to penalize any 
shipbuilder or shipowner, but we feel a time must come with a definite 
cutoff date beyond which any work done would not be entitled to 
coastwise privileges, 

Thank you, sir. 

Senator Barrietrr. Thank you. 

Mr. Bourbon ? 

Mr. Bourson. Mr. Sanford, do I understand you to say that you 
consider the proper specific date of commencing work to be the date 
on which the shipyard in this country cuts the midbody from its 
temporary forepart and is ready to begin work in this shipyard in 
this country / 

Mr. Sanrorp. I did not say, Mr. Bourbon, that that is the proper 
date. I suggested that as a date which I thought would be very 
appropriate for that purpose, and I feel exactly that way, because 
when anywhere else, suppose you were talking about the work abroad, 
for example, you could have half a dozen interpretations of what 
the commencement was depending on who is doing the interpreting, 
I don’t think we want anything like that. 

I think we want something very specific that cannot be circum- 
vented in any way and that is the only way in which I know you can 
have a very specific date because that is a very definite date. 

Of course, that has to be related then to the period before the cutoff 
‘date, naturally. 
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Mr. Bovrson. Now, on page 3, line 2, you talk about the construc- 
tion of major components. Do you think that needs some description ? 

Mr. Sanrorp. Well, possibly so. One man might have one idea of 
what a major component was and somebody else “might have another 


idea and I am frank to admit both of them might be right from their 
own individual points of view. 


Mr. Bourson. Do you have one? 

Mr. Sanrorp. Well, I can suggest one. 

After all, what is involved here is building a section of a ship 
abroad which can float and be towed over to this country for the com- 
pletion of the rebuilding, so my thought in connection with a major 
component would be such a component of a hull as is capable of float- 
ing and being towed to this country. 


T can't think of any better one than that. If you follow what I am 
trying to say. 


“Mr. Bovrron. Yes. 

Well, are the components that have been contracted for up to this 
time as far as you know all strictly midbodies ? 

Mr. Sanrorp. Well, midbodies or their approximate equivalents, 
yes. They do not necessarily have to be midbodies, but in each case it 
is a section of the ship that goes in between the bow of the rebuilt 
ship and the stern of the rebuilt ship to form a complete new ship. 


Mr. Bournon. Has there been any question of other sections of the 
ship being built abroad ? 


Mr. Sanxrorp. I have not heard of any ; 
tion has not been raised. It could be raised, I suppose. 

Mr. Bournon. We have had several instances recently where the 
forepart of one ship was welded on to the rear of another one and 
made into a new ship, haven’t we ? 

Mr. Sanrorp. Yes; but there again if you are talking about a new 
forebody built abroad you would have to get that ship over here and 
it would be rather difficult to tow a new forebody over here; it pos- 
sibly could be done. 

Mr. Bovurson. Put a temporary midbody on it, couldn’t you? 

Mr. Sanrorp. Yes, you could. 

Mr. Bourson. That is all I have. 

Senator Bartierr. Mr, Sanford, before 1956 were there any pro- 
hibitions at all in law against repair work being performed in for- 
eign shipyards / 

Mr. Sanrorp. Oh, yes. There has been for many, many years a 
statute—well, not a prohibition, but a statute which provides for a 
50 percent ad valorem tax for any repairs made abroad with excep- 


tion of any repairs that might be necessary to make the ship sea- 
worthy to return, 


Senator Barriert. ' 
prohibition ? 

Mr. Sanrorp. That still does not affect repairs. The 1956 amend- 
ment had to do with the proposition of rebuilding an American flag- 
ship abroad in a foreign shipyard, not with repairs. 

Senator Bartietr. That was permitted before ? 

Mr. Sanrorp. There was no statutory prohibition. 


Senator Barrietr. Provided the owner was willing to pay the 
tax ? 


as far as I know that ques- 


The 1956 act was intended to be an absolute 
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Mr. Sanrorp. Well, I do not think in the case of a ship rebuilt 
abroad—and I would prefer to have Mr. Gulick answer this ques- 
tion—but I doubt if there would be any tax. That would not be 
considered, so far as my own personal opinion is concerned, as in 
the nature of a repair. 

Senator Barriterr. Were many ships engaged in the domestic trade 
so repaired abroad before 1956 ? 

Mr. Sanrorp. Very seldom. Practically all, I would say, of the 
repairs to vessels in the coastwise trade are repaired in this country, 
There would be no object in getting them repaired abroad. In the 
first place they would not be abr oad: in the second place even if they 
were they would be subject to the tax required by law. 

Senator Barriterr. How common now is this practice of bringing 
over foreign built midbodies ? 

Mr. Sanrorp. Well, as a matter of fact, Mr. Chairman, it is a very 
recent development and created the necessity for this particular bill 
that we are considering now. 

Senator Bartrierr. Yes, I understand it is recent because it follows 
the 1956 act, but how many cases have there been ¢ 

Mr. Sanrorp. Actually all this is a clarification of the original in- 
tent of the 1956 amendment because the purpose of that was to pre- 
vent rebuilding an American ship abroad. This is just a means of 
getting around that language in the 1956 amendment. 

Senator Barrierr. I understand, but how many of these midbodies 
have been towed over ? 

Mr. Sanrorp. None as yet, so far as I am aware. 

Sen: 7 Bartierr. Some are being built abroad, though ? 

Mr. Sanrorp. Some are being built and I believe some are intended 
for deliver y later in the year but none, so far as I know, have arrived 
in this country as yet. 

Senator Barrierr. But the fear of your group is that if the law is 
not clarified this practice will grow and grow. 

Mr. Sanrorp. That is exactly the theory and it even goes beyond 
that, Mr. Chairman. 

It might and probably would ultimately have an effect not only on 
the ship repairing part of our industry but. on the shipbuilding part 
in that it would tend to lessen the market for new ships because peo- 
ple would be able to take an old ship and lengthen it and put it in 
service and might be less inclined to invest more money in a new 
ship. 

Senator Bartrierr. When did this jumboizing come in? 

Mr. Sanrorp. That came up several years ago. It was an effort 
on the part usually of the oil companies who had these T-2 tankers 
which they had acquired after the war. Because of the trend to 
building much larger tankers which, of course, could transport oil on 
a much lower ton-mile cost, the jumboizing technique was developed 
to increase the capacity of the existing T-2 tankers so that they could 
more readily compete with these larger new tankers. It also extended 
their life by so doing, their economic life. 

Senator Barrierr. As an aside, and not for your comment, I will 
say that I may be inclined to translate your testimony to that taken 
here this week on another bill where some of the new tankers are said 
to be so big they lose money all the time. 
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Mr. Sanrorp. Well, the principal reason they are losing money, Mr. 
Chairman, is because they are laid up and have not any business. 

Senator Barrierr. Thank you very much for your statement, Mr. 
Sanford. 

Mr. Sanrorp. You are quite welcome, sir. 

And thank you. 

Senator Bartierr. Marvin J. Coles. 

We are glad to have you before this committee. 


STATEMENT OF MARVIN J. COLES, WASHINGTON, D.C., REPRE- 
SENTING SKARSHIP CORP., NEW YORK, N.Y. 


Mr. Cotes. Thank a lot, Mr. Chairman. 

For the record, may I say that my name is Marvin Coles. I am 
an attorney and I appear today representing Skarship Corp. and its 
affiliated companies. Skarship is mainly concerned with the move- 
ment of ore cargoes. 

To be more specific, Skarship is undertaking the conversion of four 
'[-2 type tankers into bulk carriers with the use of foreign midbodies 
and hence our interest here is to protect. our position against any 
retroactive effect of this proposed bill. 

May I point out that our appearance here is not in opposition to 
the bill, Mr. Chairman, but merely to make sure that its retroactive 
provisions do not affect us. We have had the assurance of Mr. San- 
ford and the Shipbuilders’ Council that this would not be done. 

I might parenthetically say that in addition to speaking for 
Skarship I am also authorized to speak for the American Shipbuild- 
ing Co., one of the major shipbuilding companies in the country, 
and they join in our statement. 

In December of last year, the management of Skarship determined 
that it would be feasible to convert American tankers into ore car- 
riers by insertion of a midbody section fabricated abroad. In order 
to be economically feasible, however, it was necessary that these ves- 
sels retain their coastwise privileges. The reason for that is they 
are principally intended on the Great Lakes for carrying ore. Of 
course, that is a trade largely limited to American-flag vessels, and 
totally limited to American-flag vessels between American ports. 

Senator Bartierr. That has nothing to do with third proviso of 
the Merchant Marine Act of 1927. 

Mr. Cotes. Any resemblance is purely coincidental, Mr. Chair- 
man. 

Senator Bartierr. I understand. 

Mr. Cours. As we needed those privileges, we asked the Bureau of 
Customs on December 15 last year for a ruling and the Bureau of 
Customs on December 18 gave us such a ruling. Now, Mr. Sanford 
referred to that as a tentative ruling. It is a final ruling and I just 
confirmed that fact with Mr. Gulick of the Bureau who is here in the 
room. 

We have a final ruling from the Bureau of Customs that if the new 
tankers are converted in the manner proposed with the midbody 
section fabricated abroad, towed to the United States and joined 
together in an American yard with the existing bow, the existing 
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stern, the existing unit and bridgehouse used, that ship as so rebuilt 
will retain its coastwise privilege. 

In reliance on that ruling, Skarship and its affiliates have contracted 
to purchase T-2 tankers—in other words, they didn’t have the T-2’s, 
they had to purchase them. We have already taken delivery of the 
first of these T-2 tankers. We have also already entered into charter 
contracts for two of these four vessels for long periods of time in 
the carriage of ore, and we hope that the other two will similarly be 
chartered. 

In addition to that we have negotiated and we have come pretty 
close to finalization on contracts for two vessels with Bethlehem Steel 
Co., and for two others with American Shipbuilding Co. May I say 
that the final draft will leave my office today and except for a few de- 
tails here and there I think should be shortly signed. 

In other words, what I wish to point out, Mr. Chairman, is that we 
have already in reliance on a ruling under existing law—and I don’t 
think there is any question that that is existing law—we have com- 
mitted ourselves financially in the purchase of ships, in the commit- 
ment of ships under charter, in the payment of naval architects fees 
and we are morally committed to the shipyards under these contracts 
which will be executed within the next several days. 

As for the nature of the work, may I point out that what we are do- 
ing here is we are making a firm price contract with Bethlehem and 
a firm price with American Shipbuilding. We give them our T-2’s. 
They redeliver to us a rebuilt vessel. The shipyards order the mid- 
body, the shipyards are responsible for having 1t towed here, the ship- 
yards are responsible for the surgery work, putting it together. 

Now may [I also add parenthetically that the cost of this work— 
T will put it another way, of the cost of the work I understand that 
more than half is for work done in America. 

Mr. Midnight of American Shipbuilding has authorized me to say 
that on another contract, not one of ours, on a total cost approaching 
$4 million, only a million and a quarter is for the midbody. Now you 
must realize that within that $4 million is the existing T-2, duty, tow- 
ing, and so on, but in any event it certainly appears that more than 
half the total contract price will be for work done in American 
yards. I believe that is true for our ships as well. 

As I said a moment ago, Skarship has made very serious and sub- 
stantial commitments. We have poured a good deal of money into this 
venture. The shipyards, I think, have made substantial commitments. 
Now unless these vessels have their coastwise rights they are for all 
practical purposes useless because they could not be taken off the Great 
Lakes and used on the ocean because these vessels are being prepared 
to a Great Lakes design. This is a very long ship in which the ratio of 
length to depth is greater than 14 to 1 and which, hence, cannot be 
classified for use on the oceans. 

If they didn’t have the coastwise privileges they would either be 
completely useless or could be made usable only by expenditure of 
very, very substantial additional amounts. 

In view of this, Mr. Chairman, it is our belief that this statute 
should not be retroactive. We don’t believe that there should be any 
taking away of existing rights under existing law by an ex post facto 
statute. We don’t believe that any shipowner who has a ship in ex- 
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istence should be told, “We are sorry, but you are not permitted to 
have coastwise rights which you previously had,” and we don’t believe 
that what we have we should be deprived of by an ex post factor 
statute. 

To this end I would like to suggest that the bill be amended by 
striking out everything after the words “date of enactment” on line 
7 of page 3 and putting a period after the word “enactment.” Now 
I am not the least bit worried about any open contracts. The only 
people that could make those open contracts would be the shipyards 
who are members of the Shipbuilders Council, and I am certain they 
wouldn’t do that. 

As an alternative, you will note that Senator Butler has suggested, 
and Mr. Sanford has tacitly acquiesced, 1 think, that the last clause, 
reading at this moment, “and if the work of rebuilding is commenced 
not later than 6 months after such date of enactment,” be amended 
to real “12 months.” 

Now that is not satisfactory to our point of view, for two reasons. 
May I start out by repeating something which Mr. Sanford pointed 
out? The language in clause 4 is identical, section 4, with the language 
of section 4 of the act of July 14, 1956, which was designed to close 
up a loophole whereby vessels converted abroad could retain their 
coastwise privileges. ‘The vessels that were covered by the 1956 act 
were vessels in which the rebuilding started in a foreign yard but 
the rebuilding referred to here is the rebuilding in an American yard. 

As Mr. Sanford said, he would take the cutoff date when the cutting 
of the ship began for the insertion of the midbody. Now, because of 
the fact that that bow particularly will not stabilize itself, it cannot 
be cut as a practical matter until the new midbody is there ready for 
prompt insertion. So that means we cannot have the midbody in- 
serted until it is delivered. 

May I point out two things: This Congress will probably adjourn 
or recess by the end of June. Certainly if this bill is to become law 
that is the latest date that it will occur. 

Now to have a midbody built abroad, if you ordered it today, by 
the time it was completed and towed to the United States I don’t be- 
live it could arrive here with a year from today—or close to it— 
and hence we could not, under any circumstances, start this rebuilding 
in the United States, under the definition given by Mr. Sanford, with- 
in 6 months. We could on the first midbody do it within 12 months, 
but we are converting four ships. The yards will place the contract 
for those four midbodies with the same European yard. They will 
be built on one-way seriatim; when one is launched, the keel for the 
next one will be laid down. When that is launched, the keel for the 
third one, and soon. They will come roughly 4 to 6 months each after 
the first one with the result that we won't get the fourth midbody 
until darn near 24 months from today. 

So, as an alternative to the suggested amendment of inserting a 
period after the word “enactment” on line 7, we would suggest str rik- 
ing out the word “6 months” on line 8 and inserting “24 months.” 

Senator Butler today mentioned the fact that ‘he felt that there 
should be some provision for a contract which was fixed if the mid- 
body is lost while under tow. That could happen. But I would 
like to extend that a little bit. All of these contracts have a force 
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majeure provision which provides that any damage caused by act of 
God, storms, strike, lockouts, sabotage, so on, is an excusable delay 
in delivery. 

Well, if any of these midbodies which have been contracted for are 
so delayed beyond the 24 months’ period by the force majeure, whether 
it is sinking in this towing or other force majeure, we think there 
should be further extension. 

Now if you accept our preferred amendment, which is, striking 
out everything after the word “enactment” on line 7, everything else 
becomes academic and force majeure is covered. 

In other words, what we are saying here 1 is if you strike everything 
out of the bill after the word “enactment” on line 7, we have no prob- 
lems of the contracts being fulfilled. We have no problems concern- 
ing retroactivity, and I don’t believe Mr. Sanford’s group has any 
problems either, because they would be the only ones who could enter 
into any open-end contracts. 

I think, Mr. Chairman, that that summarizes the views set forth in 
my statement, which I hope can be incorporated in the record. 

I believe that the provisions we have suggested will protect the 
shipbuilders, and it will also protect the shipowners who have made 
commitments, and hence I hope that the amendment as suggested can 
be adopted. 

Senator Barrierr. The statement will be entered in the record in 
full. 

(The complete statement of Mr. Cole follows :) 


My name is Marvin J. Coles. My appearance here is as attorney for Skarship 
Corp. and its affiliated companies. Skarship is a company well established in 
the shipping business, particularly in the movement of ore cargoes. This com- 
pany is intensely interested in the legislation here before the committee because 
it has undertaken large financial commitments and obligations to convert four 
existing American-flag T—2-type tankers into bulk carriers for use in the Ameri- 
can domestic trades, particularly on the Great Lakes. 

My appearance today is not in opposition to this bill. It is to urge the com- 
mittee only to amend section 4 of the proposed bill so as to protect Skarship 
and its affiliates under the contracts and commitments they have made. 

May I state that the American shipyards with which we have contracted, and 
the Shipbuilders Council which has sponsored the pending legislation, have all 
informed us that they are in agreement with our position that we should be 
protected against any retroaetive effect of the pending legislation. I also wish 
to inform the committee that I have been authorized by the American Ship- 
building Corp. to state that they are in full accord and join in the position here 
expressed. 

In December of last year, the management of Skarship determined that it 
would be feasible to convert American tankers into ore carriers by insertion of 
a midbody section fabricated abroad. In order to be economically feasible, 
however, it was necessary that these vessels retain their American coastwise 
privileges, as it was contemplated that most of their work would be on the 
Great Lakes. Accordingly, we requested the Bureau of Customs on December 
15 for a ruling as to whether American tankers would lose their coastwise 
privileges if converted into bulk carriers in this manner. 

By a ruling dated December 18, 1959, the Bureau of Customs informed us 
that if the tankers were converted in the manner proposed, with the new mid- 
body section fabricated abroad for each ship, towed to a U.S. shipyard, and 
joined there to the existing sterns, propulsion machinery, bows and bridge 
housing, each vessel would retain the coastwise privileges it had before 
rebuilding. 

In reliance upon this ruling, Skarship and its affiliates have contracted to 
purchase T—2 tankers and have already taken delivery of the first of these ships 
for the purpose of conversion to an ore carrier. 
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two ¢ ! \ these contracts have been agreed 
to: the f ‘ ‘ | their attorneys and execution of 
the Ss t] 

\J i | shipvards provide that they will 
give us compl ! pri V¢ e already delivered the first 
T-2’s pure sed by I I} ) thi til se to Bethlehem 

Th hipyards have neg mr othe lin f the idbodies for these 
ships i } 1 the purchase of the midbodies. 
The A erica ipyard i res} ly for having the midbodies towed 
fron I L to F 


with the existing ships 
of the work done in the 


Ameri hi rd it hh cd f t] » shins is in excess of the total cost 


— fabricating i} " I it to the United States. 

As you will » Skars!] ; ial commitments and expendi 
tures under ¢] he ships would be of no value 
to Ska i if il ( i es. Moreover, present 
plans and s] iO} Is usable on the Great Lakes. 

Under the existing pl : I | tful ! { ey could be certitied for use 


on the oceans because i to depth tio being in exeess of that 


ge io *: ' 
which De i] \ \ i 


We believe it only fair : it t} efore, that the final section of the 
pending bill be amended to protect these commitments which have been 
made u rT tl - eS st factor retroactive effect 
of this bill. To this end, we urge the committee to strike out everything after 
the word ‘* \ nt’? .in i ¢ page 8 and insert in lieu thereof a period. 

May I forth on page 3, 
would ¢ is legislation any vessels re 


built with a for rmvit section if the contract was entered into before 
the date of enactment of the bill into law and if the work on rebuilding the 
ship < enced » | r aie f enactment. You 


will lows ve itim the language of 
section 3 of Public Law 714, § Congress, approved July 14, 1956 (70 Stat. 544). 
In tl LV56 Le ‘ 


involved occurred in a for- 
eign yard. Accordingly, ectly feasible to provid 


ovide that such rebuilding 
na forei ard wit rit ithin ¢ onth But under the verbiage of the 





legislation now befoi tnittee, the rebuilding described is in an American 
yard. Thi 1 i bl 

We e first midbody will only be 
delivered t: | Init ‘ lv 1 t year. Each of the other midbodies 
probably can be deli d onl) ( intervals of from 4 to 6 months thereafter 
In order f us to ol the best pr for this work, it is probable that the 
foreign yard wi | ( r midbodies on the same way. 

You will note, the that under this schedule and with everything going 
well, the first mid! J d not be delivered to the United States until almost 
9 months from to the f h midbody under this section could probably 
not be delivered ntil f ] =) » 27 months from today. 

As it appears likely th | ( rress will recess in the neighborhood of June 


becomes law, would have a date 
of enactment prior to that « Obviously, even the first midbody cannot be 
delivered within 6G months of that date Ilence the rebuilding in an American 
vard cannot begin until more than 6 months after the date of enactment, so that 
in its present form the bill would completely defeat the Skarship program. 
Accordingly, may we sub that in the event any time limit is deemed 
* the rebuilding to begin in the American yard that the words “six 
months” on line 8 of page 3 be changed to “24 months.” 
May I state, however, that we feel it 
tive and to provide that this bill will 
Which a contract for rebnildi has |] 
to the date of enactment. TI bel 


30, it is equally clear that this legislation, if it 





more advisable to take the first alterna- 
not be retroactive as to any vessels on 
een made with an American shipyard prior 
eve this accomplishes the dual purpose of pro- 
tecting the American shipyards which have sponsored this bill as to future 
Work, and also protects them as to contracts they have entered into prior to the 
date the legislation may be enacted. 
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Moreover, it would also protect companies such as Skarship, which have 
undertaken heavy financial commitments under existing law, from being retro 
actively penalized and injured. May we submit that an American shipowner 
who has made heavy commitments should not retroactively be denied the use 
of his ships. Accordingly, may we respectfully urge the committee to adopt the 
suggested amendment. 

Mr. Cotes. Thank you, Mr. Chairman. 

Senator Barrierr. Mr. Bourbon ? 

Mr. Bourson. The thing that is in my mind is the question of what 
the cutoff date will be on the contracts just so that it will not be pos- 
sible for anybody who may not now have started on any contract for 
such foreign-built bodies may rush in and say I will order three or 
four of them and get in under this. 

Mr. Corres. Mr. Bourbon, I can’t give you an answer to that and let 
me explain why. 

Many people make very serious financial commitments before they 
actually sign the contracts. Our contracts are pretty close to being 
ready for sign: ture but they are not yet signed. In the meanwhile we 
have made commitments to purchase ships. We have made commit 
ments to finance and charter those ships, so we would be very serious sly 
bound if there was any cutotf date before enactment. 

Second, I don’t see how you can make any cutoff date before enact- 
ment because to say that a statute will be retroactive beyond the date 
on which it becomes law that the change in existing law shall be ex post 
facto, I don’t see how you can come up to any date except the date 
of enactment. 

Now, in justification as a practical matter, may I point out that 
the only people who could take those contracts would be members of 
the Shipbuilders Council who are the sponsors of the bill, so it seems 
to me that if you are willing to take it up to the date of enactment 
no one can complain. 

On the other hand, if they don’t take it up to the date of enactment 
there can be no contracts included within the coverage. 

Senator Barrierr. Mr. Coles, is there any possibility th: at if your 
suggestion for placing a period after the word “enactment” on line 7 
were followed, that contracts might be entered into and yet. might 
hang pending, as it were, for interminable times in the future w ithout 
being executed # 

Mr. Corrs. Sir, I think this: In the first place, I think the contract 
would have to be executed, that is become a binding instrument, not 
merely being one under negotiation or proposed. 

Now, second, I think what you are considering, Mr. Chairman, is a 
contract which will say, well, over the next 20 years we may convert 
them. It is within the realm of possibility, but the only people who 
could enter into such contracts would be the shipyards and the ship- 
yards are the people who are sponsoring this legislation. 

Now, if they are against such contracts they won’t enter into them. 
Do you follow my thinking, Mr. Chairman ? 

Senator Bartlett. I follow it exactly, yes. 

You wouldn’t believe, then, that there would be any requirement, to 
come to your suggestion for an amendment—you think it would be 
self-executing because of the American shipyards’ concern ? 

Mr. Corxs. Of course. In other words, if they want to close off 
this bill, they can close it off without legislation by refusing to enter 
into any of these contracts today. 
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Senator Bartierr. But the competitive spirit of business being what 
it is, that might be unlikely ? 

Mr. Corrs. As I say, we don’t oppose this bill but I have certain 
practical thoughts im my own mind that cert: _ shipyards are better 
off with this loophole remaining in the law, because they are going 
to get some business that they might not otherwise get. That isn’t 
my decision to make: it is the shipyards’ decision. 

‘Senator Barrierr. Let us assume, Mr. Coles, that for one reason or 
another the Congress did not follow your suggestion about striking 
everything after the word “enactment,” line 7, page 3, but instead did 
follow your suggestion that the word “six” in the following line, line 8, 
be stricken and the word “twenty-four” be substituted. I am won- 
dering if there is a possibility that any other companies might have 
an interest at stake whereby the ‘y might come in later and say, “Well, 
we could do it in 30 months.” T shouldn’t ask you this ee be 
cause there is no reason for you to be qualified on the subject, but do 
vou know of any other instances that are comparable to your clients? 
' Mr. Corrs. Yes, I do. I know of one other which would require 
more than 24 months. I don’t know precisely. You see, Mr. Chair- 
man, you come to this situation, conceivably had we not gone this far 
in our negotiations we could have gotten these four midbodies built 
in two different yards or in one yard on two different ways, but if 
we did that it would have substantially increased the cost to us and 
the reason these vessels are economically feasible is because the cost is 
being kept down to a minimum. 

Now, | suppose if some one else were in the same position we were 
he could go into getting two yards to build them, but his costs would 
be increased. 

I personally prefer the period after the date of enactment. From 
my client’s point of view the 24 months would protect us against 
everything except that which we can’t foresee, namely a war abroad, 
a long strike in the shipyards abroad or here, a sinking of the midbody 
during towing. The 24 months should protect us. 

Senator Barrierr. [ would hope and expect, of course, that any 
company or firm substantially concerned would be making an appear- 
ance before the committee because they would be aware of this proposed 
legislation. 

Mr. Cotes. We are terribly aware, we have an awful lot of money 
at risk here and we don’t care to oppose the legislation but we do hope 
the Congress will protect that which was done in good faith, reliance 
on existing law and rules. 

Senator Barrierr. Thank you very much, Mr. Coles. 

Mr. Cores. Thank you, Mr. Chairman. 

Senator Barrierr. Mr. Shapiro. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC., WASHINGTON, D.C. 


Mr. Suariro, Mr, Chairman, my name is Alvin Shapiro, vice presi- 
dent of the American Merchant Marine Institute, Inc. 

Our association represents a majority of the American shipowners 
throughout this country. This representation is in dry cargo ships, 
tankers, and passenger vessels. We have a great interest in this bill. 
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I regret, Mr. Chairman, that I do not have a statement. I simply 
want to address myself to one particular point which seemed to me 
rather worthy of mention but not worthy of being reduced to a state- 
ment as such. 

A number of our members have ve ry direct interest in this piece of 
legislation. They have made commitments on the basis of existing 
law. These were honest, valid commitn ents, backe d | by honest , Valid 
contracts. They would like not to be penall zed a ¥ yrovided in cer- 
tain sections of this bill on the basis of their behavior in the past; 
that is, these were straightforward transactions, within ‘the law, per- 
mission was granted or they were given a very distinct notion that 
they were within the law on the basis of customs rulings and they 
went ahead. 

[ would like first to commend the Shipbuilders’ Council on their 
view on this piece ot legislation. They were perfectly honest and 
perfectly straightforward with us. They have a very serious prob- 


lem. We recognize that problem and we would like to do as much as 
possible to assist them in that pr blem. We | yw that they. along 
with us, do not want to impose retro iV] tl (| do not in “any Way 


want to be punitive or take ae measures against those people 
who have entered into these lid « ts with, I m Ly add, mem- 
bers of the Shipbuilders’ ¢ mene ne it elf. 

I would like to concur in the views expressed by Mr. Coles that it 
seems to us as thou rh, not knov Ing’ precisely how en operator 1s 
fixed so far as the date of his contract is concerned, that it would per- 
haps be unwise to seek a specific cutoll date as such for the 1 ‘building 
activity. 

Let me tell you precisely what I mean. 

Our members who have a direct interest in this would be perfectly 
happy with a 12-month cutoff date but their happiness with that date 
is anoth er operat rs unh: Lp pine ss \ ith such a date. Such operator 
nay require 24 months: ‘conceivably there are ome who want more, 

So that all of the discuss mn today. including the diseu sion of sen- 
itor Butler, who indicated that he would introduce a 12-month am nd 
ment, is really quite satisfactory to us but would und 
hardship on some other people nd we do not want to work hard hips 
on those other people 


? 
ubtedly work a 


We are rather md y convineed that j t ys ith the eutol? date 
of the contract, the cutoff date | the uld ot particularh 
necessary and that the law could nd on its ov nockine off all of 
those words after the word on line 7 1 _of 
this bill. It would satisfv the problem of t] leficieney in the lay 


which is a serious problem for the Shipbuilders’ Council. J 
think it would work any | Iship them. and to me it seems 
though it would be a pert vy hap lution to the problem for all 
part ies of interest. 

Tam pleased that. insofar as [ have so far. there is wienimous aeree 
ment that there is a deficieney in the lay xists, that t 
deficiency should in all fairness be closed, but t] t} losing of If 


should work no hardship on any particular party who very honestly. 
very legally, and very straightforwardly went ahead with a contract 


for this midbody section in the rebuilding of the ve 1. 
We hope that the committee will follow our suggestions as to the 
lack of need for anything beyond the date of enactment. If it sees 
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fit to include some date so far as the work of rebuilding is concerned, 
we hope it certainly will not be punitive against any operator who may 
have engaged or may be contemplating a contract in this direction. 

This concludes our statement, Mr. Chairman. 

Senator Barrierr. Mr. Shapiro, I don’t know why you would ever 
write astatement. You don’t need to. 

Mr. Srarimo. Thank you. 

Senator Barrierr. The degree of unanimity expressed here about 
this bill is surprising and pleasing. | have no questions to put to you. 

Mr. Bourbon ? 

Mr. Bourson. This is just one strictly technical question. On page 
3, line 5 », of the bill, the bill Says it wou iid be built 


within the United States, its territories (not including trust territories) * * *. 


I guess Tam not strictly up to date, but do you have in mind what the 
territories would be where gy things could be rebuilt ? 

Mr. SuArimo. You mean in terms of the physical availability of 
facilities in territories / 

Mr. Bot RBON. Yes. 

Mr. Suaptro. Mr. Bourbon, I am not aware of a facility in a terri- 
tory that could undertake this work, but my awareness cloes snot mean 
that they do not exist. I suspect that the Shipbuilders’ Council may 
be aware of the existence of facilities to engage in this activity in some 
territorial possession. 1 know of none. 

Mr. Bourton. My question is only prompted by a desire to eliminate 
useless or pos ibly confusing v¢ rbiage. 

Mr. Suarimo. Tam sure, Mr. Bourbon, the council could advise you 
and : is entirely possible, although the language is taken out of another 
act, it 1s entirely possible that in this particular bill the expression 
“its territories (not including trust territories)” is superfluous. 

Senator Barri rr. Mr. Shapiro, I have been looking at that lan- 
ouagce and we haven't que stioned any witness on it. but without some 
adequate reason I don’t know why we would want to necessarily have 
that parenthetical expression about trust territories. Some of them, all 
of them, are being maintained by U.S. funds. I don't know the exact 
status of Guam, for example, but spending money in Guam instead of 
elsewhere it would be the same as spending it at home. It seems to me 
that would be entirely academic because there are no shipyards to be 
found there. 

Mr. Suarimo. Precisely. 

Senator Barrierr. We will probably want to inquire into that as 
to the derivation and need for this. 

Mr. Suaviro. Precisely. 

Senator Barrierr. Thank you. 

Mr. Sullivan ? 


STATEMENT OF J. MONROE SULLIVAN, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP CO., WASHINGTON, D.C. 


Mr. Sutnivan. My name is J. Monroe Sullivan. I am vice presi- 
dent of the Pacific American Ste hen Association. 

Before I read my statement T think I would like to emphasize 
that. we will probably destroy Mr. Sh: apiro’s unanimity with our posi- 
tion and I would like to also emphasize that we represent only dry 
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cargo carriers, whereas Mr. Coles is talking about tankers, and there 
are tanke rmembers of the American Merchant Marine Institute who I 
assume have given Mr. Shapiro their views on this subject. But we 
represent only American flag dry cargo and passenger carriers. 

The Pacific American Ste: amship Association is a trade association 
comp vosed of a majority of American flag carriers serving our domest i 
and foreign trades from the Pacific coast. 

PASSA has always opposed encroachments upon the sanctity of 
our coastwise laws and has advocated construction of vessels in U.S. 
yards and their registry under the U.S. flag as requirements for en- 
caging in the domestic trades of the United States. Even in this 
Congress, in S. 3188, we are advocating restoration of the Alaskan 
trades to the exclusive domain of U.S. flag carriers. 

However, we do not view the use of imported components as a threat 
to the legal sanctity or economic purity of the ecoastwise laws. There 
is a vast difference between a foreign built vessel, and one which only 
uses imported component parts. 

Ve thus view S. 3189 as unnecessary legislation. 

Domestic water carriers have waged a long and disheartening batt 
to perpetuate themselves in business and, even now, are engaged 1 
ior cheanee noariigs before this committee to point up the serious 
sta which the y find themselves. 

Meats all intercoastal vessels are approaching the 20-year obsoles- 
cence period and, to : tae best of our knowledge, no current operator 
has publicly indicated any intent to build new vessels. Apparently, 
the only hope is the reconstruction of existing vessels to better meet 
modern trade conditions. It will be difficult enough for the owners to 
rehabilitate their vessels without having further doors closed to them 
in such rehabilitation. S. 3189 closes a door which could be the dif- 
ference between continuing in operations or going out of business 
at the time vessel rec onstruc tion is necessary. 

Other forms of domestic transport. are paaen to use imported 
equipment, including railroad cars, trucks, airplanes or component 
parts thereof. It is our contention that if the Congress forbids even 
the use of component parts in water carrier rehabilitation, that some 
alternate must be provided. 


The alternative that comes most readily to mind is the absorption by 
the Government. of the difference between the cost. of buil ling or 

ea : 
rebuilding domestie vessels in this country as against doing it in a 


foreign shipyard. Certainly, such a scheme would nate water ear 
riers on 2 i equal footing with other forms of tr: insport. Unless some 
such alternative is forthcoming from the Congress, we cannot support 
S. 3189 as drafted. 

Mr. Sj LLIVAN. Mr (‘hairman., | have a lette 3 here for the record 
trom Mr. Donald Watson, the president of the Weyerhaeuser Steam- 
ship Co. I will read it and place it in the record. 

It is addressed to Senator Maenuson, the chairman of the full 
committee. 

It. is as follows 





We have just read of the introduction of Senate bill S. 3189 and the House of 
Representative bill 11168, which would prohibit dometsie use of rebuilt ships, 


unless rebuilt in the United States. 
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e 


We cannot help but comment on such one-sided legislation. The domestic 
trades have engaged and will continue to engage in congressional hearings which 
so far have pointed up and will continue to point up the serious state in which 
these trades find themselves. Every one of the intercoastal and coastwise lines 
is saddled with vessels which are rapidly approaching the 20-year mark. I have 
over the last 10 years personally studied every conceivable method of rehabilitat 
ing the vessels in the Weyerhaeuser fleet. To build new ships is out of the 
question and it looks as though the cost of rebuilding the present ones is such 
that we will probably have to abandon even this. 

Many of the intercoastal and coastwise lines have looked with great interest at 
the recent action on the part of the Treasury Department in allowing certain parts 
of vessels to be fabricated in foreign shipyards and then put together in an 
American yard. With that sort of an operation, continuance of the intercoastal 
and coastwise trades could be made possible. 

Now these House and Senate bills have been promptly introduced, but we have 
certainly seen no legislation which would offer any aid to the intercoastal and 
coastwise carriers in rebuilding their vessels. If these bills pass (and undoubt 
edly with the strong shipyard backing they will), is legislation going to be intro 
duced which will allow the U.S. Government to absorb the difference betwe 
the cost of the intercoastal and coastwise lines rebuilding their vessels in this 





country as against rebuilding them in a foreign yard? That tyne of | 


! egislation 
would make sense, and give the intercoastal and coastwise operators an oppor 
tunity to continue this vital transportation service. 

Year after year, we hear the trumpets sounded—that it was the intercoastal 
and coastwise lines which were immediately available in World Wars I and II. 
They need more than trumpets now 

Sincerely, 
DONALD WATSON 

Mr. Sutnivan. T must disagree with Mr. Watson. I do not neces 
sarily agree that just because the Shipbuilders’ Council of Americ 
supports these bills that they will necessarily pass the Congress. 

That concludes my statement. 

Senator Barrierr. Mr. Sullivan, I believe Mr. Coles said in refer- 
ence to the conversion of a given ship of the type of which he was 
thinking that over 50 percent of the modernization money would be 
spent in any case within the U.S.A. 

. TY ™ 1 . . . 

Now, at the bottom of page 1 of your statement you said, and I 

quote : 


S. 3189 closes a door which could be the difference between continuing in 


bi ath 


operations or going out of business at the time vessel reconstruction is necessary. 

What [seek is education. 

Is there a terrific difference, for example, in the cost of a midbody 
built abroad and one built in this country ¢ 

Mr. Sutuivan. I am not sure what is meant by the word “terrific” 
or the words “terrific difference,” but undoubtely there is a sufficient 
difference to make it very definitely worthwhile. 

Senator Barrierr. You opened up an area here where you said 
that enactment of this bill could cause domestic carriers to go out of 
business. 

Do you regard it actually as being that serious ? 

Mr. Suusivan. The ships that are now operated in the intercoastal 
and coastwise trades were built during World War IT. 

Senator Barrierr. Yes. 

Mr. Sutnivan. There is no foreseeable way in which these vessels 
can be replaced. They must be reconverted, they must be repaired 
In some manner that they can continue to operate after their 20-year 
economic life. 
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The only way that can “y done is by rehabilitation. And if reha- 
bilitation is mandatory in American shipyards with the high cost 
that they have today it calla well mean that no new vessels or no 
reconstructed vesse!s will operate and when the existing vessels are 
worn out they cannot be replaced. 

Senator Barrierr. Let’s say this bill does not pass and a vessel 
of one of the companies you represent would need recon struction 

What would happen then if the company had the benefit of going 
abroad for cheaper work ¢ 

Would the ship be actually taken elsewhere ? 

Mr. Sutiivan. You say would the ship be actually taken elsewhere ? 

Senator Barrierr. Yes. 

Mr. Sunuivan. You mean engaged in some other trade / 

Senator Barrierr. No; I mean repaired abroad. ‘That would 
not be held illegal, would 1 

Mr. Sutnivan. No, not under the present law as I understand it. 

Senator Barrierr. But instead, foreign-built. parts would be 
brought to this country and they would be installed in a ship here? 

Mr. Suutiivan. Yes. 

Senator Barrterr. And in your opinion the difference between the 
cost abroad and domestically would represent the difference between 
staying In business and going out of business ? 

Mr. Suurivan. It could very well represent that difference, yes 

Senator Barrierr. Mr. Bourbon ? 

Mr. Bot RBON, if I reca ull « orrectly, I believe Mr. Coles ; said that 
on a $4 million rebuilding job here possib ly a million and a quarter 
dollars might be the cost of getting the midbody and bringing’ it 
over. Thus, with a 50 percent diffe re ntial in construction costs abroad 
it would be a difference of five to six hundred thousand dollars. 

Would you think that that much of a difference in rebuilding one 
of these ships i in this country ae ed to buy! in@ the mi idbody abroad 
would prevent rebuilding the vessels you me “tioned ! 

Mr. SULLIVAN. W ith t the s coauak4 state of the coast wise nid inter 
coastal trades, $500,000 is a great deal of money. 

Senator Barrierr. In some cases $10,000 would be too much these 
days. 

Mr. Suuuivan. Very definitely. 

Senator Barrierr. In the conclusion of your statement you pre 
sented an alternative which would require absorption of a difference 


between the cost of buil Iding or rebuilding domestic vessels in this 


country as against doing it in a foreign shipyard. I suppose that 
the absorption would be on the part of the Federal Government. 

Isthat what you had in mind? 

Mr. Sctuivan. The Federal Government is the only one that I ean 
think of offhand that would be equipped to do it ; yes 

Senator Barrierr. You don’t think any other governm nt would 
volunteer ? 

Mr. Sutuivan. I doubt it. 

Senator Barrierr. And then you went on to say “Certainly such 
a scheme would equate water carriers on an equal footing with other 
forms of transport. 

I was thinking of the railroad industry, for example. Where 
would the measure of equation be there ? 
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Mr. Suutiivan. The railroads, the airlines are permitted now to 
import complete units built in a foreign country. 

It is assumed that they import them only if they cost less money 
than if they were built in the United States. Therefore, they are abl 
to compete at a lower price if they use imported equipment than we 
would be and we want to be in the same position that they are in, 
be permitted to import some of our equipment, component parts in 
this case, in order to help us compete with them. 

Senator Barrierr. 1 thought that is what you had in mind but I 
wanted to make sure. 

Thank you, Mr. Sullivan. As always, you have been a most effec- 
tive and well-informed witness. 

Mr. Sutiivan. Thank you. 

Senator Barrierr. The final witness is Mr. Kurrus, 


STATEMENT OF RICHARD W. KURRUS, ISBRANDTSEN STEAMSHIP 
CO., WASHINGTON, D.C. 


Mr. Kurrus. Thank you, sir. My name is Richard Kurrus. I am 
Washington counsel for Isbrandtsen Co., Inc., and I have law offices 
at 2000 K Street. Iam sorry that I don’t have a prepared statement. 
I just have a few comments I would like to make. 

We are not here in opposition to the bill. Isbrandtsen has de- 
veloped plans for reconverting existing tankers into container ships 
which is, I might say, somewhat a more complicated job than con- 
verting or jumboizing a tanker into merely a bigger-sized tanker. 

I believe that we were among the first, if not the first company, to 
receive a ruling from the Bureau of Customs relating to the problem 
of fabricating the midbody abroad. The company has proceeded in 
good faith on the ruling and has spent a considerable amount of 
money in developing plans for the vessels in the way of naval archi- 
tect fees and other expenses. 

I would like to address myself primarily to three problems. In the 
first place, that there be a reasonable time allowed to commence re- 
building work. On this point I don’t want to go over what other 
people have said. We are in agreement with Admiral Ford and Mr. 
Coles, that no cutoff date should be established. We don’t believe 
that it is either necessary or desirable to have a cutoff date concern- 
ing the commencement of the shipbuilding work. 

Also, with respect to that problem I would like to add, in addition to 
what the others have said, that there is a considerable problem in tow- 
ing this fabricated midbody from, let’s say, Europe to the United 
States in that it can only be towed during certain seasons of the year. 
It is my understanding that it is really only practical to tow this 
midbody to the United States during the summer months, so that there 
is a considerable time problem with respect to getting the midsection 
over here. 

Secondly, what does the commencement of shipbuilding mean? 
Now, on this point we agree with what I understood Mr. Sanford said, 
that the commencement should be considered to start when the existing 
vessel is delivered to the domestic shipyard for severing, and it should 
not be required that the fabricated midbody be in the domestic ship- 
yard at that time and I understand there has been an agreement on 
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this point. If there should be a delay in receiving the fabricated mid- 
body after the person building the ship has delivered his ship to the 
domestic shipyard, I don’t think that he should be penalized and that 
it should be considered that the rebuilding work hasn’t actually 
commenced. 

In the third place, the problem arises as to who should be allowed 
to complete shipbuildings under the proviso and section 4 of the exist- 
ing bill; in other words, what should the cutoff date for contracts be 
and who should be cut off ? 

On the latter point, Mr. Bourbon has raised the question this morn- 
ing of whether the cutoff date for contracts entered into as provided in 
section 4 should not be made prior to the enactment of the statute, 
Mr. Bourbon has also alluded to the question of whether there might 
not be a raft of contracts entered into between today and the time of 
enactment, and that perhaps the situation could be presented where 
people could actually speculate in these contracts; in other words, 
somebody with no capital could go out and make a contract with a 
shipyard, a foreign shipyard, and then after the statute was enacted, 
could peddle it around because the contract might have some value. 

I don’t know, and I am sure nobody else does, how many contracts 
would, or could, be entered into between now and the date of enact- 
ment, but I would like to present what I consider to be a solution to 
the problem. The principle with which I believe everyone is agreed 
is that those people who have proceeded in good faith in reliance on 
rulings from the Bureau of Customs should be allowed to go ahead 
under the existing law. Also, I should like to note that, in my 
opinion, no responsible company would go ahead and sign a contract 
for such rebuilding without a specific ‘ruling from the Bureau of 
Customs in his favor. In my opinion, the proviso in section 4 of the 
bill referring to a contract is dangerous and confusing, ambiguous and 
ia 

I don’t believe that any responsible company would enter into a 
contract with any shipyard concerning such reconstruction, or rebuild- 
ing, or reconversion, without first spending a subst: intial amount of 
money in the development of plans. What everyone is agreed on here 
in protecting are those people who have spent money in reliance on 
the existing law. 

In my opinion, the term “contract” is a dangerous term because it 
raises the following problems: First of all, What is a contract? I 
think it is a real serious question what a contract is in this instance. 
Is it approval in principle? Is it a contract that neither side can get 
out of? Is it a contract that one side could get out of? With whom 
would the contract be made? After all, there are two shipyards who 
would be involved in this particular rebuilding; one abroad and one 
in the United States. It 1s possible that one “of them might be the 
prime contractor, or it is possible that the person building the ship, 
or rebuilding the ship, might make separate contracts w ith each ship- 
yard. Can a contract be postdated to reflect a prior understanding? 

I suggest the term “contract” would be so confusing and ambiguous 
as to create insoluble problems. 

I further suggest that the bill should proceed in accordance with 
the principles that those people who have proceeded in good faith 















d- 
he 
at 
ly 


ed 
st- 
be 


rm- 
Lin 
ite, 
oht 
> of 
ere 
rds, 
ha 
ted, 
e. 
acts 
act- 
n to 
reed 
e on 
head 
my 
rract 
u of 
f the 
; and 


nto a 
uild- 
nt of 
. here 
ce on 


use it 
t? I 
tance. 
in get 
whom 
s who 
1d one 
be the 
> ship, 
1 ship- 
ding! 
iguous 


e with 
1 faith 


AMENDMENTS TO THE MERCHANT MARINE ACTS 197 


upon reliance of specific rulings from the Bureau of Customs in their 
favor should be allowed to go ahead. 

In accordance with this suggestion, I would say that in order to 
prevent speculation and the possibility that new people can come in; 
we have no reason for keeping anybody out; I am addressing myself 
only to the problem that the cutoff provisions in section 4 should be 
limited to those people who already have rulings from the Bureau of 
Customs allowing them to go ahead in such rebuildings. 

As I have stated, I don’t believe that any company seriously inter- 
ested in undertaking such rebuilding would do so without a ruling 
from the Bureau of Customs. I think it is the accepted procedure, 
and I think it would be very dangerous to do it without it. 

Now, in the event that there would be any person who has proceeded 
without a ruling from the Bureau of Customs, I think that it would 
be a relatively simple matter to provide that that person could be 
protected by actually producing a contract or evidence that he has 
proceeded in accordance with his understanding of the existing law. 
But I think that the problems that Mr. Bourbon has raised, ‘and I 
think they are serious problems, and I think the committee has to 
consider them, can be solved by providing that the people who would 
be protected would be those persons who already have outstanding 
rulings from the Bureau of Customs in their favor as of today. That 
would prevent the possibility of anybody coming in between today and 
the time of the eventual enactment of this bill which might be 3 
months hence, and signing contracts that might actually not be good- 
faith contracts. 

That is all I have, sir. 

Senator Barrterr. We thank you for some further ideas on this. 

Let me ask you, if I may, if your suggestion found favor with the 
committee, and the contract had been entered into and the Bureau of 
Customs ruling had been obtained, would you think it would be neces- 

sary to fix any “cutoff date for the execution of the contract? 

Mr. Kurrus. For the execution of the contract with the shipyards? 

Senator Bartrierr. Yes, sir. 

Mr. Kurrus. I think that isa point that is a good one, that I had 
not considered. I think perhaps it might be required that the people 
actually close the contracts with the shipyards involved within a 
certain date; in other words, I think that it would be feasible and 
fair to limit the people protected to those who have outstanding 
rulings from the Bureau of Customs as of today, and that, secondly, 
they would be required, let’s say, to actually enter into binding con- 
tracts with the shipyards w ithin a period of, let’s say, 1 year and that 
thereafter the actual commencement of the rebuilding would become 
a rather irrelevant and unimportant point, it seems to me. 

Senator Bartierr. Do I grasp that the recommendation you have 
been good enough to give us could be summed up in this fashion, that 
everyone who has a legitim: ate interest, who has a bona fide situation 
to protect, ought to receive due consideration in the proposed law 
and that, at the same trans, there should be a barrier against any 
speculative consideration ? , 

Mr. Kurrus. I think there should; yes, sir. I think that sums my 
position up very well, and I think, as I say, the term, “contract,” is a 
very dangerous one, and I think it would be a simple thing for this 
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committee to request that those people who have outstanding rulings 
from the Bureau of Customs submit them for the record, or you can 
easily get them from the Bureau of Customs yourself and have them 
made a part of the record. 

Senator Barrierr. Thank you, sir, very much. 

Mr. Coles, may I ask you to return to the stand to ask you if you 
have any comments to make regarding the recommendations so gen- 
erously offered by Mr. Kurrus? 

Mr. Cores. If I understand Mr. Kurrus correctly, what he is saying 
is that anyone who has a Customs ruling as of now should be permitted 
to go ahead irrespective of when the a of completion is concerned, 
and irrespective of whether they have a contract. I personally don’t 
agree with Mr. Kurrus. My reason for that is this: It is a very 
simple thing to get a ruling from the Bureau of Customs. It takes a 
4-cent stamp and whatever time it takes the Bureau to formulate its 
response. When you sign a contract, you have a very real and con- 
crete obligation. I think that the enactment of a contract or the 
execution of a contract means something, whereas a ruling from the 
Bureau of Customs, while it is the most important preliminary, I don’t 
think gives any safeguards to the Shipbuilders’ Council or to the 
shipyards under the proposed legislation. 

Mr. Bourson. He further added to that that they may enter into 
a binding contract within a year. 

Mr. Cores. If you have a ruling, why put off your contract? In 
other words, if I understand that correctly, the ruling must be had, 
Mr. Bourbon, by the date of enactment of the statute. ‘By today or by 
enactment of the statute. 

Mr. Bourson. If they already had it as of today 

Mr. Cones. My client happens to have them as of today, but I don’t 
feel that should be the cutoff date, because while the law exists, every 
citizen should have an equal right to get a ruling, and until this bill 
becomes law, then law does exist. Now, as far as getting a contract 
a year afterward, : ‘ca that would not be satisfactory to the Ship- 
builders’ Council, I were they, but they want to pin down the 
contract actually ieee into. As far as I am concerned, we will 
execute our contract. 

Mr. Bourson. Thank you, sir. 

Is Mr. Gulick here ¢ 

Mr. Guuick. Yes, sir. 

Senator Barrierr. Do you have a statement you would care to 
make, Mr. Gulick ? 








STATEMENT OF JAMES W. GULICK, CHIEF, MARINE 
ADMINISTRATION, BUREAU OF CUSTOMS 


Mr. Guuick. I do not, sir. I have only the letter of the See retary 
of the Treasury, which was delivered to the committee this morning. 

Senator Barrierr. That is in the record, I believe. 

Mr. Guuick. Yes. 

Senator Barrierr. You are representing here the Treasury or 
more specifically the Bureau of Customs? : 

Mr. Gutick. Both, sir, the Treasury Department and the Bureau 
of Customs. 
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Senator Barrierr. Do you have any comments to make on the 
suggestions offered by Mr. Kurrus? 

Mr. Guuick. I have no direct comments to make on these sugges- 
tions, sir, except to offer the suggestion that the interested parties 
might wish to get together and present an agreed-upon amendment 
to the committee in the nature of a committee amendment. 

Senator Barrierr. I would successfully predict to you, sir, that 
although it is a reasonable suggestion, a good suggestion, that there 
would be no bill this year if that course of action were to be followed. 

Would you expect everyone concerned to come to the Bureau of 
Customs for an advance ruling ? 

Mr. Guuick. No, sir: I would not. 

Senator Barrierr. This doesn’t always happen. 

Mr. Gurick. We have received suggestions in many different 
forms, Mr. Chairman. We have received them by telephone infor- 
mally, we have received formal written requests for opinions, we have 
urged that in each case where someone intended to obligate himself 
that he obtain a formal written opinion but I daresay there may be 
some who might wish to go ahead without getting a formal written 
opinion. 

After all, they have their own legal staffs that they ean rely on as 
well asthe Government staff. 


Mr. Bournon. Do you have a copy of the Bureau’s ruling that we 
could include in the record here now ? 

Mr. Guuick. I do, Mr. Bourbon. TI will be delighted to give it for 
the record. This is a copy of a letter which we have been giving out. 
It bears no date and the name of the addressee has been X’d, but 
otherwise it is a form copy of the Bureau’s ruling. 

Senator Barrierr. Thank you. 

(The letter follows:) 


TREASURY DEPARTMENT, 
BUREAU OF CUSTOMS, 
Washington, D.C. 

DEAR Mr. xxxx: In your letter dated December 18, 1959, you request a ruling 
on behalf of (name deleted) as to whether certain vessels will retain their coast- 
wise privileges and U.S. flag under the following circumstances. 

The vessels are T—2, T-3, and Calusa class tankers, built in the United States, 
registered in the United States, and owned by citizens of the United States with- 
in the meaning of section S02, title 46, United States Code. 

xxxx intends to increase the vessels’ cargo-carrying capacity, and, in some 
eases, to convert them to carriers of cargo other than petroleum. The proce 
dure, commonly called jumboizing, will be as follows: 

The vessels will be placed on drydock in xxxx yard at xxxx. There they will 
be cut into three sections. 

The bow section, containing the dry eargo hold, deep tank, forward peak 
tank, chain locker, bosun’s storeroom, anchor windlass, and anchors, will either 
be retained or a new bow section will be built in xxxx vard. 

The stern section will be retained in every instance. It contains all of the 
propulsion machinery, the engineroom, the boilerroom, the generator room, the 
steering engineroom, the after peak tank, the after pumproom, the propeller and 
shaft, the rudder, the after deckhouse and the crew’s quarters. 

The midbody section, containing the cargo tanks, will be scrapped or otherwise 
disposed of. The midship house, containing the officers’ quarters and navigating 
bridges, will either be retained or a new house will be built in xxxx yard. 

A new midbody section will be fabricated outside the United States and towed 
to xxxx yard. For purposes of the ocean tow a temporary false bow will be 
bolted to the midbody section. You enclosed a drawing which describes this 
temporary structure. 
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This false bow is a temporary structure, bolted in place, readily removable, 
and reusable. It forms no part of the permanent structure, and serves two 
primary purposes; first, as a protection against damage to the end bulkhead 
from heavy seas; and second, to retluce resistance and to lessen yaw during 
towing 

Upon arrival of the new midbody section at xxxx, the false bow will be re- 
moved and the three sections will be placed on drydock and joined together by 
Xxxx. With the exception of the fabrication of the new midbody section, all of 
the construction, repair, and conversion work will be done in the United States. 

Under these facts, the Bureau is of the opinion that the foreign-built midbody 
section, to which is bolted a temporary, removable false bow to facilitate towing, 
is not considered a vessel since it could not be used nor was it intended to 
be used as such. Moreover, the bolting on of a temporary, readily removable 
false bow to facilitate towing does not cause the midbody section to take on 
the characteristics of a vessel within the definition contained in section 3.1(a), 
Customs Regulations. 

Accordingly, the Bureau is further of the opinion that the vessels, converted 
as more fully described above, will not be considered to have been rebuilt 
outside the United States within the meaning of the second proviso of section 
883, title 46, United States Code, as amended. The Bureau is also of the opinion 
that the vessels will continue to be considered as vessels built within the United 
States within the meaning of section 11, title 46, United States Code, and as 
such will retain whatever coastwise privileges they may have had before the 
rebuilding. 

Very truly yours, 


—— — ——_——, Commissioner of Customs, 


Senator Barrierr. What off the record suggestions, if you please? 

( Discussion off the record. ) 

Senator Bartietr. I will offer for the record the letter to Chairman 
Magnuson on this bill written March 24, by Acting Secretary of the 
Treasury Robbins. 

(The letter follows :) 

OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, March 24, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, U.S. Senate, Wash- 
ington, D.C. 


My Dear Mr. CHAIRMAN: With your letter of March 14, 1960, you enclosed 
for comment a copy of S. 3189, a bill to further amend the shipping laws to 
prohibit operation in the coastwise trade of a rebuilt vessel unless the entire 
rebuilding is effected within the United States, and for other purposes. 

The bill would further amend the second proviso to section 27 of the Merchant 
Marine Act. 1920 (46 U.S.C. 883), to provide for the loss of coastwise privileges 
for a vessel of more than 500 gross tons upon rebuilding unless the entire 
rebuilding, including the construction of any major components of the hull or 
superstructure of the vessel, is effected within the United States, its territories 
(not including trust territories), or its possessions. 

There is enclosed a memorandum commenting upon the bill in which, among 
other things, it is stated that the enactment of the bill involves policy considera- 
tions outside the province of the Treasury Department. However, if the bill is 
enacted in its present form, this Department would anticipate no undue diffieul- 
ties in administration of its provisions or in prescribing the necessary regula- 
tions to carry out the purpose of the act, except that, as pointed out in the 
memorandum, problems of degree will no doubt arise in defining what constitutes 
a major component of the hull or superstructure of a vessel. It is recommended 
that some clarification on that point be included in express words in the bill or 
in the legislative history. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Roprins, 
Acting Secretary of the Treasury. 
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MEMORANDUM ACCOMPANYING A REpoRT ON S. 3189, A Birt To FurtTHER AMEND 
THE SHIPPING LAWS To PROHIBIT OPERATION IN THE COASTWISE TRADE OF 
A REBUILT VESSEL UNLESS THE ENTIRE REBUILDING IS EFFECTED WITHIN 
THE UNITED STATES, AND FOR OTHER PURPOSES 


The bill is apparently intended to encourage the rebuilding of vessels of 
the United States in American shipyards by depriving any such rebuilt vessel 
which is of more than 500 gross tons of coastwise privileges unless the entire 
rebuilding, including the construction of any major components of the hull or 
superstructure of the vessel, is effected within the United States, its territories 
(not including trust territories), or its possessions. The bill would accomplish 
this by amending the second proviso to section 27 of the Merchant Marine Act 
1920 (46 U.S.C. 883). 

The first proviso to section 27 deprives any vessel which has acquired coastwise 
privileges of those privileges if such vessel is thereafter sold foreign in whole or 
in part or placed under foreign registry. The second proviso, which was added by 
the act of July 14, 1956 (70 Stat. 544), deprives vessels of more than 500 gross 
tons of coastwise privileges when rebuilt outside the United States but there is 
no other statute which deprives any vessel which has lawfully acquired the right 
to engage in the coastwise trade of its coastwise privileges. 

Before the date of the 1956 act, an American vessel did not lose its coastwise 
privileges merely because it had been rebuilt in a foreign shipyard. Within the 
past few months in answer to inquries, it has been held that a vessel rebuilt in 
an American shipyard using a midbody constructed in a foreign yard would not 
be regarded as having been rebuilt outside the United States and would not lose 
its coastwise privileges under the 1956 act or otherwise. 

The proposed bill would in effect extend the restrictions of the 1956 act to close 
the foregoing loophole. The enactment of the bill involves policy considerations 
beyond the scope of this Department. The Secretary of Commerce is primarily 
charged with consideration of policy matters affecting the development and main- 
tenance of the merchant marine and will no doubt comment on the advisability 
of the proposal from that standpoint. 

Nevertheless, since the bill would require the issuance of regulations by the 
Secretary of the Treasury to carry out the purposes of the act, it appears advisable 
to suggest that the Treasury Department contemplates some difficulty in drafting 
regulations defining exactly what constitutes a major component of a hull or 
superstructure within the contemplation of the act. Under a line of previous 
rulings extending back nearly 80 years (see Treasury Decision No. 5227, dated 
May 17, 1882), the engine of a vessel is not regarded as a hull component and it, 
of course, is not a component of the superstructure. Similar rulings have been 
made respecting other equipment and installations, including radar and naviga- 
tion machinery, hydrofoils, anchor windlasses, and cutting wheels for dredges. 

In view of those rulings, the installation in an American-built hull of a foreign 
engine or any of the other items mentioned, whether on original building or upon 
rebuilding, will not affect the right of the vessel to be deemed to have been built or 
rebuilt in the United States. It is assumed that the legislation is not intended 
to effect a change in those rulings, but if it is. express words to that effect should 
probably be included. 

Further, since there is oby iously clear ground for a difference of opinion as to 
the meaning of the word “major” as used in the draft it would seem advisable to 
indicate in express words in the bill, or at least as a part of the legislative history 
surrounding enactment, the intent of the Congress in the use of the word for the 
benefit of all concerned, including those who will later draft regulations. 


Senator Barrierr. The letter involves policy considerations out- 
side of the Department. The Department takes no position on it. 
The comments from Commerce and State Departments and General 
ns Office are submitted for the record at this point. Then 

e have a letter ape March 22 from Ross D. Blood, Andrew 
Pettis, and John J. Grogan, officers of the aes Union of Ma- 
rine and Shipbuile ling Workers of America. They support the ob- 
jectives of the bill and they ask that this ae be offered for the 


record as well as a letter the »y wrote Chairman Magnuson February 
23. Those requests will be honored. 
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The record will be kept open for a week, for inclusion of several 
letters which are understood to be addressed to the committee and 
are said to been route. 

(The letters follow :) 


THE SECRETARY OF COMMERCE, 
Washington, April 15, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: This letter is in reply to your request of March 14, 
1960, for the views of the Department with respect to S. 3189, a bill to further 
amend the shipping laws to prohibit operation in the coastwise trade of a re- 
built vessel unless the entire rebuilding is effected within the United States, 
and for other purposes. 

The bill S. 3189, would amend section 27 of the Merchant Marine Act, 1920, 
and section 2 of the act of July 14, 1956, to prohibit the operation in the coast- 
wise trade of the United States of a rebuilt vessel, unless the entire rebuilding, 
“including the construction of any major components of the hull and super- 
structure of the vessel,” is accomplished in the United States. 

The bill further provides that the prohibition would not apply to a rebuilt 
vessel where the contract for rebuilding is already entered into and the re- 
building work is commenced not later than 6 months after date of enactment 
into law of the proposed amendments. 

The Department of Commerce recommends favorable consideration of the 
bill. 

Section 27 of the Merchant Marine Act, 1920, in substance provides that no 
merchandise may be transported on a vessel between any two points of the 
United States and possessions either directly or via a foreign port on any other 
than a vessel built in and documented under the laws of the United States, or 
such merchandise will be subject to forfeiture. 

In 1956 Congress passed a law for the purpose of closing a gap in the existing 
law with respect to the foreign reconstruction and rebuilding of U.S. vessels 
documented for operation in the coastwise trade. To correct this situation, the 
Congress enacted the act of July 14, 1956 (Public Law 714 of the S4th Cong.), 
which forbids a vessel engaged in the coastwise trade from being rebuilt outside 
the United States, and requires the reporting to the Bureau of Customs, Depart- 
ment of the Treasury, of all circumstances regarding the rebuilding outside the 
United States of any vessel documented under our laws. 

It now appears that the coastwise laws need further strengthening in order 
to earry out fully the national maritime policy and principles established in 
the other shipping laws and the Merchant Marine Act, 1936. 

It is clear to us that the Congress in granting the protection of the coastwise 
laws to American operators intended that vessels built solely in American yards 
would be used in the trade. The law now specifically forbids the rebuilding of 
a coastwise vessel in a foreign yard. To allow the manufacture of a large seg- 
ment of a vessel in a foreign country to be brought to the United States to be 
placed in the vessel in the United States, would be inconsistent with the basic 
policy of the coastwise laws limiting domestic operation to domestic built vessels. 

One of the major objectives of the Merchant Marine Act, 1936, is to foster 
and maintain the shipbuilding industry in the United States by placing work in 
the domestic shipyards so that the yards will be sustained for mobilization and 
national defense purposes. At the present time shipyards in this country need 
work very badly and there are recent examples of instances where, had this 
proposed legislation been the law, additional work might have been generated 
for American shipyards. 

U.S. vessels operating in the foreign trade do not have the protection of the 
eoastwise law, but in order to maintain a competitive position with foreign- 
flag operators, subject to strict limitations, they may receive Government sub- 
sidy. An operator who receives subsidy is required by law and contract to 
exclusively use American shipyards for reconditioning and rebuilding of their 
vessels. 
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The basic policies embodied in the coastwise laws and merchant marine laws 
make it appropriate that the coastwise laws specifically require vessels in the 
coastwise trade to be exclusively constructed, reconstructed, 
American shipyards. We recommend enactment of S. 3189. 

We have been advised by the Bureau of the Budget that there would be no 


objection to the submission of this letter to your committee. 
Sincerely yours, 


and rebuilt in 


FREDERICK H. MUELLER, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, April 11, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 


DEAR Mr. CHAIRMAN: Further reference is made to your letter of March 14, 
1960, acknowledged on March 15, requesting the comments of the General Ac- 
counting Office concerning S. 3189, 86th Congress, 2d session, entitled “A bill to 
further amend the shipping laws to prohibit operation in the coastwise trade of 
a rebuilt vessel unless the entire rebuilding is effected within the United States, 
and for other purposes.” 


The proposed bill would amend the second proviso of section 27, Merchant 
Marine Act, 1920 (46 U.S.C. 883), to revoke the coastwise trading privileges of 
a vessel after a rebuilding thereof unless the entire rebuilding, including the 
construction of any major components of hull or superstructure, is effected within 
the United States, its territories (not including trust territories), or its posses- 
sions. Further, the bill would amend the act of July 14, 1956, with respect to 
the reporting requirements to the Secretary of the Treasury of any foreign 
rebuilding. The measure would take effect upon enactment, except that it would 
not apply to vessels rebuilt within the specified areas where contracts are made 
before, and the work of rebuilding is commenced within 6 months after, the date 
of enactment. 

The subject of the bill is a matter of national policy for determination by the 
Congress ; and while it appears to be in accord with the spirit and purpose of the 
1920 act (46 U.S.C. 861), we have no special information as to the need for or 
desirability of the measure. We, therefore, make no recommendation as to 
enactment. 

Thirty additional copies of this report are enclosed, as requested. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


STATE DEPARTMENT, April 11, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 


DEAR Mr. CHAIRMAN: I refer again to your letter of March 14, 1960, which 
invited the comments of the Department of State on S. 3189, a bill to further 
amend the shipping laws to prohibit operation in the coastwise trade of a rebuilt 
vessel unless the entire rebuilding is effected within the United States, and for 
other purposes. Interim acknowledgment of your letter was made on March 
16, 1960. 

8S. 3189 appears to be a clarification of language used in Public Law 714, 4th 


Congress (70 Stat. 544), which amended section 27 of the Merchant Marine Act 
of 1920, as amended. 


The Department of State accordingly offers no comment 
on the desirability of its enactment. 
The Department has been informed by the Bureau of the Budget that there 

is no objection to the submission of this report. 

Sincerely yours, 
WILLIAM B. MACOMBER, Jr., 

Assistant Secretary 
(For the Secretary of State). 
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INDUSTRIAL UNION OF MARINE 
& SHIPBUILDING WORKERS OF AMERICA, 
GENERAL EXECUTIVE BOARD, 
Camden, N.J., March 22, 1960. 

Re S. 3189, a bill to further amend the shipping laws to prohibit operation in 

the coastwise trade of a rebuilt vessel unless the entire rebuilding is effected 

within the United States, and for other purposes. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Washington, D.C. 


DEAR SENATOR MAGNUSON: Your letter of March 4, 1960, and your enclosure 
of the above-proposed measure, has further enhanced your reputation for acting 
at all times in the best interest of the American merchant marine. 

We understand that you are about to hold hearings on the legislation this 
coming week. 

Unfortunately, as you know, our present collective bargaining dispute with 
the Bethlehem Steel Co., Shipbuilding Division, Atlantic coast shipyards, makes 
it impossible for us to present testimony in person. 

Will you, therefore, please enter into the record of the hearings, our letter 
to you of February 23 and this letter? 

We fully support the objectives and the provisions of S. 3189, and we hold that 
its passage is immediately necessary to prevent further violation of the intent 
and purpose of the Merchant Marine Act of 1936, which specifically excludes 
foreign built vessels from our coastal and/or intercoastal commerce. 

With our deep appreciation for the courageous stand you have always 
taken to support the industry in which our entire membership earns its liveli- 
hood, we are, 

Sincerely yours, 
JOHN J. GROGAN, 
President. 
ANDREW A. PETTIS, 
Vice President. 
Ross D. Boop, 
Secretary-Treasurer. 


SEAFARERS INTERNATIONAL UNION OF NoRTH AMERICA, 
AFL-CIO, 
San Pranciseo, Calif., March 29, 1960. 
Hon. WARREN G. MAGNUSON, 
Senate Office Building, 
Washington, D.C. 


Dear SENATOR MAGNUSON: We are writing you in connection with S. 3189 and 
H.R. 111683 which have been introduced in Congress and which if enacted into 
law would prohibit domestic use of rebuilt ships, unless rebuilt in the United 
States. 

Natuarlly, we are strongly in favor of these bills which will help our American 
shipyards. 

By the same token, we strongly urge that legislation be introduced which 
will grant some sort of a subsidy to American shipowners to cover the difference 
in cost between rebuilding a ship in an American yard and in a foreign yard. 
We want to see the American shipyards and the American merchant marine 
build up and it is believed that our Government should recognize the necessity 
of providing a subsidy to keep our merchant marine and our shipyards from 
being driven out of business by cheap foreign competition. 

We urgently request that you give our above suggestion pertaining to subsidies 
your most serious consideration inasmuch as such legislation is vital to the 
very existence of not only the American merchant marine but of the American 
shipyards as well. 

We also respectfully request that this letter be made part of the record of 
the hearings on these important subjects. 

Very truly yours, 
Morris WEISBERGER, 
Secretary-Treasurer, Sailors Union of the Pacific, First Vice President, 
Seafarers International Union of North America. 
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NEWPORT NEWS SHIPBUILDING AND Dry Dock Co., 


Newport News, Va., March 30, 1960. 
Hon. E. L. BARTLETT, 


Senate Office Building, 
Washington, D.C. 


DEAR SENATOR Bartietr: Mr. L. C. Robertson of our company, who attended 
the hearings on Senate bill 3189, has suggested that I write to you outlining 
our position with respect to the bill and any comments that we might have 
thereon. 

I might say that this company is in accord with the intent of the proposed leg- 
islation, particularly with reference to the discontinuance of rebuilding vessels 
in the coastwise trade unless the entire rebuilding, including the construction of 
major components, is effected within the United States. However, in order to 
effect this, we do not believe that it is desirable to have legislation make inef- 
fective contracts which have been executed prior to the enactment of such 
legislation. 

In this connection we have specific reference to section 4 of the bill and we 
feel that the last clause of section 4, requiring that the work of rebuilding be 
commenced not later than 6 months after the date of enactment of this legisla- 
tion is unrealistic and would have a retroactive effect on some contracts ex- 
ecuted in good faith prior to the enactment. 

We realize that Congress will no doubt want to assure that no loopholes will 
be left whereby contracts may be extended which were not entered into in good 
faith. But rather than fixing a date after which rebuilding cannot be com- 
menced, such as 6 months, 12 months, or 24 months, any of which could make 
the performance of a given contract impractical, we believe that if the words 
“entered into” in the last clause of section 4 could be changed to “executed,” a 
period placed after the word “enactment” in the same clause, and, finally, the 
elimination of the remainder of section 4 from the words “and if,” the legislation 
would probably accomplish its intended objective. 

In other words, section 4 would then read as follows: 

“This act shall be effective from the time of enactment hereof: Provided, 
however, That no vessel shall be deemed to have lost its coastwise privileges as 
a result of the amendments made by this act if it is rebuilt within the United 
States, its territories (not including trust territories), or its possessions, under 
acontract executed before such date ef enactment.” 

In order that the yards and owners expecting to carry out work of this type 
may know what to expect as a result of entering into such contracts, we hope 
that Congress will amend section 4 as above provided and will act speedily on 
this legislation. 

Sincerely yours, 
W. E. BLewett, Jr., President. 


Cuas, Kurz & Co., INc., 
Philadelphia, Pa., March 24, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Forcign Commerce, 
Senate Office Building, Washington, D.C. 


DEAR SENATOR MAGNUSON: We must call to your attention a serious problem 
which will face this company if Senate bill 3189 is passed without amendment 
to section 4. Please note that we do not oppose the objectives of the bill: our 
sole concern is directed to the injury that could be occasioned to us if section 4 
is enacted in its present form. 

Our company is a long-established independent tanker company which owns 
and operates U.S.-flag tankers. Like all independent tanker operators we are 
plagued today by low tanker rates and by the noncompetitive position of our T-2 
tankers as opposed to newer and larger tankers. We do not have the money to 
replace these tankers in the foreseeable future. 

In 1959 we obtained a ruling from the Bureau of Customs to the effect that 
we would not forfeit coastwise privileges if we constructed a new tank section 
ina foreign yard, towed it to a shipyard on the U.S. Pacific Coast, and there had 
it rebuilt into a 23,000-ton tanker, using the bow, stern, machinery, bridge, and 
other necessary parts of one of our existing T-2 tankers. 


sased upon this 
authority we have more firm commitments with a Japanese shipyard and with a 


US. shipyard on the Pacific coast, and with a towing company, to jumboize one 
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T-2 tanker. Assuming that the bill were to pass promptly, we would not be 
able to commence the work of rebuilding within 6 months. Allowing for possible 
delays in construction, and in the long and hazardous tow across the Pacific, it is 
conceivable that the work in the U.S. yard might not be commenced until well 
into 1961. 

The transaction to which we are committed will provide employment for the 
U.S. shipyard for approximately 3 months. 

This ship would be worthless to us and our investment would be wasted if 
we were to lose coastwise privileges. If we can complete the transaction, we 
expect to keep the ship steadily employed and this would give employment to 
an American crew. If we are unable to complete the transaction, the T—2 will 
be laid up unless there is some radical change in the tanker market, which, 
frankly, we do not expect. 

It is our first request that the act be amended by striking, from section 4, 
all of the language following “date of enactment.” We understand that there 
are other contracts similar to ours: but we believe there will be no further 
rush to get under the wire if the act should be passed. Those contracts which are 
presently effective will provide needed work for the shipyards and needed 
assistance to our U.S.-flag fleet. If you believe it necessary to place a limitation 
on the time in which work is commenced, we suggest that the limitation be made 
24 months. While every probability indicates that our situation would be taken 
care of if the period were 12 months, there is always the possibility of unex- 
pected delay; in addition to which we understand that there are one or more 
other operators whose contracts could not be completed within 12 months. 

Passage of the bill without such amendment would give us the unhappy 
alternative of losing coastwise privileges, or being unable to perform our com- 
mitted obligations. Either would amount to a calamity. 

In order to condense this memorandum, we have tried to be brief; but if you 
require more specific details in respect of our transactions we shall be very glad 
to amplify this memorandum. 

Respectfully, 
LESLIE C. KRUSEN, 
Vice President and General Counsel. 


KEYSTONE SHIPPING Co., 
Philadelphia, Pa., March 24, 1960. 
Hon. WaRREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, 
Washington, D.C. 

DeaR SENATOR MAGNUSON: This company owns and operates U.S.-flag ocean- 
going tankers. We are independents; that is, we have no interest in the prod- 
ucts which we carry, and our vessels are chartered to others on the competitive 
market. 

We are making every effort to keep our vessels in operation, despite the un- 
favorable tanker market—from which we see no immediate relief. 

In an effort to modernize one of our vessels, we have committed ourselves to 
the conversion, in a U.S. shipyard on the Pacific coast, of one of our T-2 tankers 
to a 23,000-ton jumbo. Our commitments require that the new jumbo midbody 
be constructed in a Japanese shipyard and towed across the Pacific. At or 
about the time of arrival we will deliver our T—2 tanker to the U.S. shipyard 
which will then proceed to cut out the present tank section and insert the new 
midbody. The bow, stern, machinery, bridge, pumps, navigational equipment, 
and other parts of the present T-2 will be incorporated in the rebuilt structure. 
All necessary repairs to hull and machinery will be done concurrently. The 
work to be done by the U.S. shipyard will require almost 3 months for 
completion. 

This transaction was undertaken in reliance on an opinion from the Bureau 
of Customs that there would be no violation of section 27 of the Merchant 
Marine Act, 1920, as amended, and hence that the vessel, after rebuilding, 
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would retain its coastwise rights. This, of course, is essential to us. A U.S.- 
flag vessel without coastwise rights is required to compete with foreign-flag 
tankers whose costs are so much lower that competition is next to impossible. 

Our commitment when made, and at the present time, was and is an entirely 
legal transaction and is no different than any other purchase 
material. 

We do not oppose the passage of Senate bill 3189. However, section 4 of the 
pill would require that the work of rebuilding must be commenced not later 
than 6 months from the date of enactment, and if we are to assume that the 
pill will be enacted promptly, we cannot expect to start construction in the 
United States in time to avoid losing coastwise rights. We are sure that Con- 
gress does not intend to create an injustice of this kind. 

If the transaction is completed and the vessel retains its coastwise rights, we 
expect to keep it in operation under U.S. flag. This means employment for 
crew, Work for repair yards, supply men, towboats, ete. If we cannot complete 
the transaction, or if the vessel loses its coastwise rights, we face the alterna- 
tive of placing it in layup. 

Accordingly, we ask that section 4 be amended by deleting the words “and if 
the work of rebuilding is commenced not later than 6 months from such date 
of enactment.” If this is impossible, we ask your committee to extend the 
period of time for cowmencing rebuilding so that it will be adequate to permit 
us to complete our tanker, allowing for possible delays in construction and in 
the long and difficult tow across the Pacific. If everything moves exactly on 
schedule—which never seems to happen—we should be in position to start the 
actual work of rebuilding on the Pacific coast about Demember 31, 1960. <A 
strike in the Japanese yard; disruption by earthquake, or other natural causes: 
inclement weather on the Pacific; a casualty to the towboat; and a myriad of 
other matters might very well delay this project by 6 months or more. Accord- 
ingly, since we do not think we should be called upon to risk the unknown, we 
would like to have the period for commencing rebuilding (if such limitation 
annot be eliminated) extended to 24 months, or, at least 18 months. 

Respectfully, 


of foreign 


Kart R. Kurz, Vice President. 


SAN FRANCISCO, CALIF., March 17, 1960. 
Hon. CLAIR ENGLE, 


U.S. Senate, 
Washington, D.C. 


DEAR CLAIR: We have just read of the introduction of Senate bill S. 3189 and 
the House of Representatives bill 11163, which would prohibit domestic use of 
rebuilt ships, unless rebuilt in the United States. 

We cannot help but comment on such one-sided legislation. The domestic 
trades have engaged and will continue to engage in congressional hearings which 
so far have pointed up and will continue to point up the serious state in which 
these trades find themselves. Every one of the intercoastal and coastwise 
lines is saddled with vessels which are rapidly approaching the 20 year mark. 
I have over the last 10 years personally studied every conceivable method of re- 
habilitating the vessels in the Weyerhaeuser fleet. To build new ships is out 
of the question, and it looks as though the coast of rebuilding the present ones 
is such that we will probably have to abandon even this. 

Many of the intercoastal and coastwise lines have looked with great interest 
at the recent action on the part of the Treasury Department in allowing certain 
parts of vessels to be fabricated in foreign shipyards and then put together in an 
American yard. With that sort of an operation, continuance of the inter- 
coastal and coastwise trades could be made possible. 

Now these House and Senate bills have been promptly introduced, but we have 
certainly seen no legislation which would offer any aid to the intercoastal and 
coastwise carriers in rebuilding their vessels. If these bills pass (and un- 





208 AMENDMENTS TO THE MERCHANT MARINE ACTS 


doubtedly with the strong shipyard backing they will), is legislation going to 
be introduced which will allow the U.S. Government to absorb the difference 
between the cost of the intercoastal and coastwise lines rebuilding their vessels 
in this country as against rebuilding them in a foreign port? That type of legis- 
lation would make sense, and give the intercoastal and coastwise operators an 
opportunity to continue this vital transportation service. 

Year after year, we hear the trumpets sounded—that it was the intercoastal 
and coastwise lines which were immediately available in World War I and II, 
They need more than trumpets now. 

Sincerely, 


DONALD WATSON, 
Senator Barrierr. There being no further testimony, the committee 
will adjourn. 
(Whereupon, at 3:30 p.m., the subcommittee was adjourned.) 


x 








